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Effective Legal Writing By Frank E. Cooper 
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a number of equally intrepid law teachers have undertaken to do 
something about improving the readability of the opinions, briefs, 
contracts, and other legal documents written by lawyers. The materials 
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discussing the writing of various types of legal documents; second, 
records and briefs derived (with some adaptation and alteration) 
from litigated cases. 313 pages. $5.00. 
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true federal law. There are literally thousands of instances in which 
these two sources of federal law are at variance; only when using 
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EUROPEAN DEFENCE COMMUNITY AND 
THE NORTH ATLANTIC ALLIANCE 


GERHARD BEBR * 


The proposed European Defence Community is an- 
other effort to promote a European political integration 
already inaugurated by the European Coal and Steel 
Community. 

The Treaty to establish the European Defence Com- 
munity’ of France, the West German Federal Republic, 
Italy, Belgium, The Netherlands and Luxembourg, 
signed on May 27, 1952, proposes to pool their military 
power and create a common defence force’—an objective 
even more radical than that of the European Coal and 
Steel Community. Its far-reaching effects, touching the 
very prerogatives and powers of the State, account for 
the States’ extreme reluctance in ratifying the Treaty. 
West Germany,*® The Netherlands,* Belgium,* and Lux- 


* Visiting Lecturer in Law, Yale Law School. 

1For the English text of the Treaty see Orrick oF THE UNITED STATES 
SPECIAL REPRESENTATIVE IN Europe, TREATY ESTABLISHING THE EUROPEAN 
Derence CoMMUNITY (hereinafter cited as TREATY), together with RELATED 
Protocots. Also published as Sen. Doc. Q. & R, 82d Cong., 2d Sess., 167-251 
(1952). As this text is slightly deficient, all references will be made to the 
text as published by the Office of the United States Special Representative 
in Europe. 

For the original French version see MINISTERE DES AFFAIRES ETRANGERES 
La DocuMENTATION FRANCAISE (undated). 

For the text of the AppITIONAL ProTrocots To THE EuropEAN DereNnce Com- 
MUNITY TREATY, signed on March 24, 1953, see 6 CHRONIQUE DE POLITIQUE 
ErranGérE 690-93 (1953). 

2 Treaty Arts. 9, 75, 87, 101, 107. 

— 19, 1953 with 224 votes to 165. N.Y. Times, March 20, 1953, p. 1, 
col. 4. 

#The Lower and Upper House ratified the Treaty with a favorable vote 
of 75 to 11 and 36 to 4 respectively. N.Y. Times July 24, 1953, p. 3, col. 8 and 
Jan. 21, 1954, p. 1. 

5 The Chamber of Representatives approved the Treaty with 148 votes to 


[ 637 ] 
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embourg™ have already taken the lead in ratifying the 
Treaty. The French have so far shown considerable 
hesitancy to do so,° and the precarious majority of the 
Italian premier in the Parliament might even prove in- 
adequate for affirmative action. 

Doubt in the willingness of West Germany to observe 
faithfully its Treaty obligations,’ and the French fear of 
possible German domination of the EDC are disturbing 
factors. Their effects might, however, be mitigated and 
counterbalanced by the influence of the North Atlantic 
Treaty Organization (NATO) within which the EDC 
is placed. The present exposition of the formal as well 
as effective relations between the proposed Defence Com- 
munity and other regional organizations, is an attempt 
to indicate the extent to which States which are not mem- 
bers of the EDC may either individually or collectively 
through membership in other regional organizations pro- 
mote the establishment of the EDC and, at the same time, 
prevent the dangers inherent in it. 


European Defence Community: Its Origin and Structure 


The formulation of the EDC Treaty is closely tied up 
with the growth of NATO * and its Supreme Headquar- 
ters Allied Powers in Europe (SHAPE). SHAPE is 
entrusted with the common command over the land, sea 
and air forces which the NATO Members have been 
ready to place at its disposal.” 


49, as did the Senate recently with 125 votes to 40. N.Y. Times, Nov. 27, 
1953, p. 2 and March 13, 1954, p. 4. 

5a Luxembourg’s Parliament ratified the Treaty with 46 votes to 6. N.Y. 
Times, April 8, 1954, p. 4, col. 5. 

6 The French insistence on the prior settlement of the Saar question and 
on the conclusion of a specific treaty between the EDC and Britain, formal- 
izing the military and political cooperation, are given as the reasons for this 
delay; cf. the statements of French Foreign Minister Bidault, Nov. 20, 1953, 
and of Premier Laniel, Nov. 24, 1953 in the French National Assembly, 9 
CHRONOLOGY OF INTERNATIONAL Events 756-58 (1953). 

7 Roya INSTITUTE OF INTERNATIONAL AFFAIRS, ATLANTIC ALLIANCE, Report 
by a Study Group 110 (1953). 

8 Text of the Treaty together with the Greece-Turkey Protocol in the 
Nato Hanpsook 12-17 (1953). 

9 Jd. 33-40; Wood, The First Year of SHAPE, 6 INTERNATIONAL ORGANI- 
zations 175-191 (1952). 
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Although the protection of the German Federal Re- 
public is guaranteed by the North Atlantic Treaty,” the 
Federal Republic as a former ex-enemy State is not a 
Member of the North Atlantic Treaty Organization. 
Early in its development, the United States took the posi- 
tion that West Germany, being assured protection, should 
also contribute its vital industrial and manpower potential 
to the common European defence efforts,” a proposal 
pregnant, however, with fear of possible resurgence of 
the German Wehrmacht.” ‘To minimize such perils and 
yet to secure the share of German military potential, 
without permitting the establishment of an independent 
German armed force, the Pleven Plan for a European 
Army” was formulated which, later on, paved the way 
for the EDC Treaty.“ 

To provide an understanding of the complexity of the 


10 Art. 6 of the North Atlantic Treaty; see also Sen. Exec. Rep. No. 8, 81st 
Cong., Ist Sess., (1949) as reproduced in Sen. Doc. No. 123, 81st Cong., 1st 
Sess., A DrEcADE oF AMERICAN ForeIGN Poticy, Basic Documents, 1941-49, 
1348 (1950). 

11 North Atlantic Council, Fifth Sess., Sept. 26, 1950; text in Nato Hanp- 
BOOK 54-6 (1952) and also in 23 Dep’r State Buti. 588 (1950). Consult 
further MINISTERE DES AFFAIRES ETRANGERES, CONFERENCE Pour L’ORGANISA- 
TION D'UNE COMMUNAUTE EvuROPEENNE DE DEFENSE, RAPPORT DE LA DEL£GA- 
TION FRANCAISE AU GOUVERNMENT (hereinafter cited as Rapport) 1 (1952). 

For an interesting comment of the Délégation see id. at 33, “. . . peut-on 
imaginer que toutes les puissances de l’Occident imposent 4 leur économie et 
a leur finance les charges qu’implique un réarmement moderne, alors que seule 
l’Allemagne pourrait, exempte de ce fardeau, utiliser ses propres ressources 
a accroitre son bien-étre et 4 améliorer sa position de concurrence sur les 
marchés mondiaux ?” 

For further details see RoBerts-WILson, BRITAIN AND THE UNITED STATES 
167-73 (1953). 

12 For an excellent study of the role of the German High Command in Ger- 
man politics see WHEELER-BENNETT, THE NEMESIS OF Power: THE GERMAN 
Army IN Poritics 1918-1945 (1953). See also Speier, German Rearmament 
and the Old Military Elite, 6 Wortp Poxitics 147-168 (1954). 

13 For a full text of the proposal submitted to the French National Assembly 
on Oct. 24, 1950, see FrENcH Empassy Press AND INFORMATION SERVICE, Doc. 
No. 23 (Oct. 25, 1950). See also Rapport 2-3 (1952). 

Germany’s direct participation in NATO would have led to the formation 
of a German national Army, to a German Ministry of Defence and to the 
revival of the German General Staff, a proposition particularly unacceptable 
to France. 

See, however, the note of the Dutch Government concerning a parliamentary 
report on a bill for approval of the EDC Treaty, disclosing that the Govern- 
ment would not have objected to West Germany’s direct participation in NATO. 
N.Y. Times, July 5, 1953, p. 9, col. 3. 

14 For a historical survey of the development of the Treaty, see The Euro- 
pean Defence Community, 8 Wortp Topay 236 (1952). See also the com- 
munique of Foreign Ministers of United States, United Kingdom and France, 
Sept. 14, 1951 in 25 Dep’r State Butt. 485-86 (1951). 
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outside relations of the Community, its purpose and in- 
stitutional structure will be sketched briefly. The pur- 
pose of the Community is to merge national armed forces 
of the Member States into a single European Defence 
Force. With few exceptions, such as the maintenance 
of a police force or armed forces protecting overseas ter- 
ritories,° no Member State is permitted to build or 
maintain independent national armed forces.” The Eu- 
ropean Defence Force is to be formed by, and placed 
under, the direct control of the Commissariat, the supra- 
national organ of the Community “vested with the exec- 
utive and supervisory powers.”** ‘The Commissariat 
comprises nine members who are nationals of the Mem- 
ber States” and appointed by agreement between their 
Governments.” They serve a six-year term, independently 
of their Governments." The Commissariat is entrusted 
with the command and procurement of equipment and 
material.” It commands supranational powers only to 
form and administer a common European Army. Lack- 
ing any taxing or, for the time being, conscription pow- 
ers,”* the Commissariat depends on the Member States for 
necessary appropriations to its common budget™ as well 
as for recruits. 

15 Treaty Arts. 1, 9, 15 (1, 2), 68, 69, 70. 

16 Jd. Art. 10. 

17 Jd. Art. 9, J 2. 

18 Jd. Art. 19. 

19 Jd. Art. 20 (1). No more than two persons of the same nationality may 
be members at the same time. 

20 Jd. Art. 21(1). 

21 Jd, Art. 20(2). 

22 See, e¢.g., organizations of European Defence Forces, Art. 71; supervision 
of recruitment carried out by the Member States, Art. 73(2); recruitment 
after a date agreed upon by the Member States, Art. 73(3); direction of the 
training and preparation of the common Defence Forces, Art. 74(1); draw- 
ing up of mobilization plans in consultation with the Member States, Art. 75 1; 
inspection, Art. 76; determination of territorial deployment of the Defence 
Forces within the framework of recommendations of the Supreme Commander 
responsible to NATO, Art. 77(1); administration of personnel and equipment, 
Art. 78; preparation, in consultation with the Member States, of common 
armament, equipment, supply and infrastructure programs of the Defence 
Forces, Art. 101; granting licenses for production, export and import of war 
material and for “measures directly concerning facilities for its production,” 
Art. 107(1,3). See also Rapport 12-4, 

28 Treaty, Art. 73(1,3). 

24 Although the Commissariat prepares the common budget in consultation 


with the Governments of the Member States, its approval rests with the Coun- 
cil of Ministers, and the Common Assembly. Jd. Art. 87. 
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As in the European Coal and Steel Community,” a 
Council of Ministers is formed in order “to harmonize 
the actions of the Commissariat with the policies of the 
Government of the Member States” * and, furthermore, 
to provide a convenient Governmental control.” De- 
pending on the nature of the issue, the concurrence of the 
Council necessary for the Commissariat’s actions ranges 
from a simple* or qualified majority” to strict unanim- 
ity.” In the last instance, therefore, there is complete 
supremacy of a single national Government over the 
Community. 

The Common Assembly and particularly the Court, 
organs shared by the EDC with the European Coal and 
Steel Community,” are the main safeguards against the 
possible abuse of the Community’s powers by the Com- 
missariat. —The Common Assembly supervises the Com- 
missariat’s general policy and, reviewing its report in 


25 Art. 26, § 1 of the Treaty CoNSTITUTING THE EuropEAN COAL AND STEEL 
Community. For further comment see Bebr, The European Coal And Steel 
Community: A Political and Legal Innovation, 63 Yate L.J. 18-19 (1953). 

26 Treaty Art. 39(1). The Council, organized to function continuously, is 
composed of six members representing the Government in power of the Member 
States. Jd. Art. 40. 

27 Rappor’ 12. 

28 Treaty Art. 43(1). 

29 Jd. Art. 43(2). The Commissariat needs a two-thirds majority concur- 
rence of the Council in, e.g., determination of the Territorial Commands of the 
Defence Forces, Art. 10, | 2 of the Military Protocol; decision on the distri- 
bution of expenditures of each Member State as set forth by the common budg- 
et, Treaty Art. 87(2b); establishment of programs extending over several 
years, id. Art. 103(2); approval of the regulations for licensing the production, 
import and export of war material, id. 107(5). 

30 Jd. Art. 43(3). The Commissariat needs the Council’s unanimous con- 
currence, é.g., in establishment of plans for the organization of the Defence 
Forces, Art. 71; appointment to the ranks higher than Commander of basic 
nationality units, Art. 31(1); appointment of Commanders of basic units 
exercising authority over elements of various nationalities and assignments to 
“certain high positions with the Commissariat”, Art. 31(3); appointments of 
civilian officials directly responsible to the Commissariat, Art. 31(4); station- 
ing of elements of the Defence Force outside the Community’s territories, Art. 
120(2); changes in the execution of programs necessary because of lack of 
raw materials, high prices, etc., Art. 105 | 2; approval of the total amount of 
the budget authorizations and appropriations, Art. 87(2a); grant of aid to 
third States, Art. 99, J 3. 

31 Jd. Arts. 33, 52. The Assembly of the European Coal and Steel Com- 
munity, when acting as an Assembly for the EDC, is supplemented “as concerns 
— the German Federal Republic, France and Italy, by three delegates 
each.” 

For further comment on the Assembly and Court of the European Coal and 
Steel Community see Bebr, The European Coal and Steel Community: A 
Political and Legal Innovation, 63 YALE L.J. 18-9, 26-36 (1953). 
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the annual session, it may by a vote of censure and non- 
confidence effect collective resignation of the Commis- 
sariat.” ‘The Court, which due to the nature of opera- 
tion of the Community is largely limited to States,* 
serves as the main safeguard to ensure the rule of law 
in the interpretation and application of the Treaty and 
its implementing regulations. 

Being in some specific instances supranational, the 
EDC will undoubtedly touch the constitutional provi- 
sions of its Member States. With the sole exception of 
Belgium,” however, there is hardly any constitutional 
obstacle to the ratification of the Treaty by the EDC 
States, whose constitutions expressly permit an abroga- 
tion of their State sovereignties in favor of an interna- 
tional organization.” While the ratification itself rep- 
resents no particular difficulties from a constitutional as 
distinguished from a political viewpoint, it must be 
anticipated that the execution of the Treaty and the op- 
eration of the EDC might cause frequent friction with 


the States’ constitutional systems. Thus, for instance, the 


32 Treaty Art. 36. Similarly the Assembly may by a two-thirds majority 
— Beye the rejection of the common budget adopted by the Council. Jd. 

rt. ° 

83 Jd. Art. 54(1); 55(1); 56(1); 57(1). The Court has, furthermore, 
jurisdiction in cases of civil liabilities of the Community, Art. 60; of criminal 
matters, Art. 61 and over disputes concerning private or public contracts to 
which the Community is a party, Art. 63. 

84 Jd. Art. 51. 

85 Opinion of the Belgian Council of State on the EDC (Jan. 12, 1953) as 
reproduced in INTER-PARLIAMENTARY UNION, CONSTITUTIONAL AND ParLtia- 
MENTARY INFORMATION 49 (3rd Series, No. 14, April, 1953). See also Van 
der Meersch, Le Plan Schuman et la Constitution Belge, 4 REVUE DE 1’ UNIVER- 
sité pE Bruxeties 5-65 (1951). 

386 FRENCH Const. Preamble; ITALIAN Const. Art. 11; Basic Law or THE 
FEepERAL REPUBLIC oF GERMANY, Arts. 24, 25; DutcH Const. Art. 60. (re- 
cently revised). 

For further discussion of this question see PréLtot, Précis pé Dror Const1- 
TUTIONNEL 335 (1952); Friedrich, The Political Theory of the New Democratic 
Constitutions, CONSTITUTIONS AND CONSTITUTIONAL TRENDS SINCE WorLD War 
II 28-29 (Zurcher ed. 1951); Pacwrert, Diritro CostTiTuziIonALe 344-45 
(1950); Vedovato, I Rapporti Internazionali dello Stato, CALAMANDREI & 
Levi, COMMENTARIO SISTEMATICO ALLA COSTITUZIONE ITALIANA 95-97 (1950) ; 
Doemming, Fuesslein & Matz, Entstehungsgeschichte der Artikel des Grund- 
args)” 1 JAHRBUCH DES OEFFENTLICHTEN RECHTS DER GEGENWART 222 
( " 

Cf. further Weber, Die Vereinbarkeit des Verteidigungsbeitrages mit dem 
Grundgesetz, 78 ARCHIV DES OEFFENTLICHEN RecHTs 130-48 (1952); Deener, 
International Law Provisions In Post-War II Constitutions, 36 Corn. L.Q. 
517-18 (1951); Lenhoff, The German (Bonn) Constitution with Comparative 
Glances at the French and Italian Constitution, 24 TuLang L.R. 31-35 (1949). 
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citizen’s fundamental duties to his State such as those of 
allegiance” or military service will assume entirely new 
perspectives once the EDC is in operation. Equally 
striking is the impact on and limitations of such sover- 
eign powers of the State as the maintenance of armed 
forces and powers of declaration of war or conclusion of 
peace treaties, a point on which the Treaty is silent. Some 
of the above issues are explicitly dealt with by the Treaty 
as for instance compulsory military training,” general 
regulation of military discipline,** and demonstration of 
allegiance to the Community.“ Nevertheless, possible 
frictions or even conflicts between the measures of the 
EDC and the constitutional structure of the Member 
States are certainly present. To avoid them, a fundamen- 
tal principle has been formulated underlying the entire 
conception of the Treaty. According to this principle the 
EDC shall enjoy only powers explicitly granted, within 
the extent of which the Community must perform its func- 
tion, fully respecting the constitutional provisions of the 
Member States. This is the meaning of Article 131 
which provides that the Treaty provisions shall be “ap- 
plied in accordance with the constitutional rules of each 
Member State.” ** The general and somewhat ambiv- 
alent language of this provision raises a question whether 
an unlimited application of it could not practically re- 
store the full sovereignty of the Member State, and ulti- 
mately cripple and disrupt the entire operation of the 
Defence Community. 


37 MiLtirary Protocot Art. 16 (2): “Members of the European Defence 
Force have the same obligations towards the Community and its command 
echelons as military personnel of national armies normally have toward their 
Government and their command. The most important of these duties are: 
Loyalty to the Community; obedience to the laws and regulations of this 
Community; obedience to the European military leaders, regardless of na- 
tionality.” 

88 MiiTary Prorocot Arts. 12-14. 

89 Treaty Art. 79; JURISDICTIONAL Protocot Arts. 18-19. 

40 Mirirary Protocot Art. 17(1): “Incorporation of units into the Euro- 
pean Defence Force shall be marked by a solemn demonstration of allegiance to 
the Community in which the tradition of each contingent shall be taken into ac- 
count.” 

41 Compare also the following provisions explicitly yielding to the constitu- 
tional provisions of the Member States: Treaty Arts. 3(1); 12(1) 79; 120 
(3); JurispicrionaL Prorocot Arts. 19; 22(2); Mutrrary Prorocor Art. 
12(1). 
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European Defence Community and the North Atlantic 
Treaty Organization 


The actual formation of the EDC and its success will 
depend greatly upon the establishment of effective rela- 
tions with other regional organizations operating within 
the same area of which the Community forms an integral 
and subordinate part.” “In order to bring in the Ger- 
mans, a smaller unit is created within the NATO umbrel- 
la, within the NATO circle.” “ From the very beginning 
the NATO has been well aware of the ultimate need to 
develop a European defence scheme which would permit 
Germany’s active participation in the NATO. At its 
Lisbon meeting on February 26, 1952 the North Atlantic 
Council stated: 

The North Atlantic Council agreed to propose to its members 
and to the European Defence Community reciprocal security 
undertakings between the members of the two organizations. 
. . . All these decisions are inspired by the conviction that the 
NATO and the EDC have a common objective to strengthen 
defence of the North Atlantic area, and that the development of 
the EDC should be carried forward in this spirit. Therefore, 
the Council considered that the obligations and the relationships 
between the Communities should be based on the concept of two 
closely related organizations one working, so far as this objective 
is concerned, within the framework of, and reinforcing the 
other.** 

Accordingly, the North Atlantic Council prepared a 
military protocol to the North Atlantic Treaty, signed by 
NATO Members on May 27, 1952. Therein they have 
pledged themselves to afford whatever assistance they 
may “deem necessary,” including armed forces, to any 
Member of the EDC which is a victim of an armed attack 
directed against its European territories, its vessels or 
aircraft, and effected within the area drawn by Article 

42 Treaty Art. 2(2). 

43 Secretary Acheson before the Senate Foreign Relations Committee, Hear- 
ings on Executive Q. and R. Convention on Relations with the Federal Repub- 


lic of Germany and the Protocol to the North Atlantic Treaty, 82d Cong., 2d. 
Sess. 23 (1952). 

44 North Atlantic Council, Communique, Ninth Session, in 26 Dep’r State 
Buti. 367-68 (1952). 

45 Documents cit. supra, note 1, at 54. 





EUROPEAN DEFENCE COMMUNITY 645 


6(ii) of the North Atlantic Treaty. Conversely, the 
EDC Members have committed themselves in the addi- 
tional protocol to the European Defence Community 
Treaty“ to assume the same obligations towards the Mem- 
bers of the NATO as the Parties thereto have previously 
undertaken with regard to EDC. For all practical pur- 
poses, these protocols will extend the mutual guarantees 
and commitments to Germany, the only EDC Mem- 
ber formally outside the NATO—if and when the EDC 
becomes effective.“ 

The mutual commitments between the Members of the 
EDC on one hand and the NATO Members on the other 
are the same. It may be questioned, however, whether 
the commitments of the EDC Members among them- 
selves in comparison with their individual and EDC 
obligations to the NATO are also identical. A slight 
difference appears, above all, in the decision making 
process by which military assistance is made available. 
Article 5 of the North Atlantic Treaty leaves the deter- 
mination of the existence of an armed attack to the indi- 
vidual Member State which is also left free to decide on 
“such action as it deems necessary.” “* On the contrary, 
the EDC Treaty in Article 2, paragraph 3 declares cate- 
gorically that “any armed aggression directed against any 
one of the Member States in Europe or against the Euro- 
pean Defence Forces shall be considered as an attack 
directed against all of the Member States,” suggesting 
that the Community might possibly determine the ex- 
istence of an armed aggression. It deprives the Member 
States of any discretion as to the nature and extent of 
assistance to be rendered to the victim of aggression stat- 
ing that “the Member States and the European Defence 
Forces shall furnish to the States or Forces thus attacked 


46 Td. 44. 

47 Protocol CONCERNING GUARANTEES OF ASSISTANCE FROM THE MEMBER 
STATES OF THE COMMUNITY TO THE STATES ParTIES TO THE NortH ATLANTIC 
Treaty, Art. 2, id. 44. 

48 Sen. Exec. Rep. No. 8, 81st Cong., Ist Sess., as quoted supra note 10, 
at 1346-47. 
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all military and other aid and assistance in their power.” 

To facilitate the common defence objectives, another 
EDC protocol provides for mutual consultation between 
the Councils of both regional organizations. They are 
to be held whenever either organization or any Member 
thereof consider the integrity, political independence or 
security of a Member State of either organization threat- 
ened.” 


Provisions of the EDC Treaty Relating to NATO 


The subordination of the closely knit EDC to the loose- 
ly organized NATO is formulated in greater detail in 
the Treaty establishing the Community. The superim- 
posed NATO structure is—apart from the general state- 
ment of the EDC’s defence policy to be pursued within 
the NATO framework”—especially evident in the posi- 
tion of the NATO Supreme Commander and his author- 
ity over the Community’s Defence Force.” He is author- 
ized not only to supervise its organization, equipment, 
training and preparedness, but also to submit to the Com- 
munity his military needs as to the Force’s articulation 
and deployment in accordance with the overall defence 
requirement of NATO and to make necessary recom- 
mendations to this effect. 

In accordance with Article 77 of the Treaty, “the Com- 
missariat shall determine the territorial deployment of the 
European Defence Forces within the framework of rec- 
ommendations” of the Supreme Commander of NATO. 
The Commissariat may set aside this recommendation of 
the Supreme Commander only if its decision is unani- 
mously upheld by the Council.” A single vote of a 


49 ProrocoL CONCERNING RELATIONS BETWEEN THE EUROPEAN DEFENCE Com- 
MUNITY AND THE NortTH ATLANTIC TREATY ORGANIZATIONS in Documents cit. 
supra, note 1, at 43. 

For criticisms of this arrangement see Roya. INstiTuTE oF INTERNATIONAL 
Arrairs, ATLANTIC ALLIANCE 113, pointing out that with the federation of the 
EDC Governments, a representation of the whole EDC in the North Atlantic 
Council by one member would be reasonable and feasible. 

50 Treaty Arts. 2(2) and 5; see also Rapport 2. 

51 Treaty Art. 18. 

52 Jd. Art. 77(1). 
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Minister on the Council supporting the Commander’s 
view is enough to invalidate the Commissariat’s stand. 
It is, therefore, safe to assume that in most instances the 
NATO Commander’s recommendation will prevail. 

The Commissariat may station the elements of the De- 
fence Force outside the European territories of the Mem- 
ber States, provided the Supreme Commander agrees and 
the action meets with unanimous approval of the EDC 
Council.” In case of a proposed deployment of the 
Force outside the NATO defence area, this must, further- 
more, be preceded by a proper parliamentary consent, if 
and when required by the constitution’ of a Member 
State. 

The unanimous concurrence of the Council required 
for the disposition of the Defence Force outside the Com- 
munity’s territory virtually places the Force under a na- 
tional control of any Member State, regardless of its 
military contribution. This paradox would evidently 
permit Luxembourg, unable to establish and maintain a 
basic nationality unit as required by the Treaty,” to block 
by its negative vote the deployment of the Force. Thus 
in case of an armed attack on a NATO Member, such 
as Norway or Turkey, a single negative vote in the Coun- 
cil of Ministers would prevent the Supreme Commander 
from using the Force in defence of the attacked Member. 
This situation is even further aggravated by the provision 
of Article 75, par. 2 of the Treaty, according to which 
the States, and not the Community,” will decide and 
order mobilization in conformity with their constitutional 
provisions.” 

From a formal aspect, the possibilities of Article 120 


53 Td. Art. 120(2). 

54 Jd, Art. 120(3). 

55 ProrocoL RELATIVE TO THE GRAND DucHy oF LUXEMBOURG, in Documents 
cit. supra, note 1, at 43. 

56 See, however, the somewhat equivocal comment in Rapport 12, J 16 
asserting that “les mesures d’urgence comme la mobilisation partielle ou totale 
sont prises sur décision du conseil de ministres statuant a l’unanimité,” a con- 
ception slightly different from the final version of the Treaty. 

57 This follows from the provisions of Arts. 75 2 and 131 of the Treaty. 
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are disquieting. That a single Member State could con- 
trol and decide on the employment of the Community’s 
Force is deplorable but, perhaps, at the beginning at 
least, an unavoidable result of this unprecedented common 
defence effort, a danger likely to disappear with the 
growing sense of solidarity in the Community. No mat- 
ter what effect Article 120 of the Treaty may have on the 
outside use of the Defence Force, the Treaty would pro- 
vide for a relation between the EDC and NATO within 
the area of the Community which would be closer than 
that between NATO and its individual Members. Fur- 
thermore, it would grant real authority to NATO’s Su- 
preme Commander. 


The United States and the EDC 


The United States, being keenly interested in promot- 
ing European political and military integration and eco- 
nomic unification, has been the primary moving force 
behind the French proposal for a European Defence 
Community.” Although not a Member of the EDC, the 
United States, and to a lesser degree Britain, will vitally 
influence the future course of the Community’s develop- 
ment. The opportunities for doing so are ample. 

First, as a NATO Member, the United States is for- 
mally related to the EDC by reciprocal pledges of assist- 
ance and joint consultation, mutually guaranteed by the 
NATO and EDC to each other in their respective proto- 
cols. One must be mindful, however, that those mutual 
undertakings are not specific enough, leaving the choice 
of necessary and proper action to be taken to the discre- 
tion of either party. 

The Convention on Relationship with the Federal Re- 
public of Germany provides among other things for the 
stationing of allied troops in Germany” and thus estab- 


58 Rapport 32. 
59 Arts. 2(1) and 4 of the CoNVENTION ON RELATIONS BETWEEN THE THREE 
Powers AND THE FEDERAL REPUBLIC OF GERMANY, signed on May 26, 1952, 
reproduced in Sen. Exec. Doc. Q & R, 82d Cong., 2d Sess. 9-22 (1952). For 
further comment see Sen. Exec. Rep. No. 16, 82d Cong., 2d Sess. 19-20 (1952). 
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lishes an indirect link with the EDC. Simultaneously 
with the signing of this Convention, the United States, 
France and the United Kingdom made a Tripartite Dec- 
laration which, though a mere policy statement, is none- 
theless a noteworthy expression of the predominant 
United States’ concern for the EDC in general and for 
Germany in particular, stating: 

. if any action from whatever quarter threatens the integrity 
or unity of the Community, the two Governments will regard this 
as a threat to their own security. They will act in accordance 
with Art. 4 of the North Atlantic Treaty. Moreover, they have 
each expressed their resolve to station such forces on the con- 
tinent of Europe, including the Federal Republic of Germany, 
as they deem necessary and appropriate to contribute to the joint 
defence of the North Atlantic area... .© 

Aside from its leading part in the North Atlantic 
Council and in the SHAPE and the psychologically im- 
portant presence of United States troops in Europe, the 
United States has at its disposal very powerful instru- 
ments in the military and economic assistance programs 
to Europe. If handled tactfully, wisely and with under- 
standing, they could substantially promote the building 
of the EDC. The European Recovery Program of 1948," 
serving civilian needs only, was quickly followed by strict- 
ly military aid provided for by the Mutual Defence As- 
sistance Act of 1949 because of the increasing internal 
and external danger. To coordinate the efforts of the 
United States and to attain the maximum result, the Mu- 
tual Security Act of 1951 has brought the various assist- 
ance programs under an overall supervision of the newly 
created Mutual Security Agency.* From that moment 


60 CONVENTION, supra, note 59, at 253-4. The great United States interest in 
the integrity and existence of the Defence Community is, for instance, well 
demonstrated by President Truman’s message transmitting the Convention on 
Relations with Germany to the Congress: “. . . the United States has acquired 
a very great stake in the maintenance of the institutions (EDC and NATO) and 
relationships thus established and would consider any act which would affect 
their integrity or existence as a matter to its own interests and security.” 
Sen. Exec. Doc. Q & R, supra, note 59, at 4 (emphasis added). 

61 62 Stat. 137 (1948). 

6263 Strat. 714 (1949). 

63 65 Stat. 373 (1951), 22 U.S.C. § 1651 et seg. (Supp. 1952). 
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on, European unification and integration has figured 
prominently among the aims of the assistance program.™ 
One of the aims of the Mutual Security Act of 1951 was 
stated to be the encouragement of economic unification 
and the political federation of Europe.” Military as- 
sistance was limited to NATO Members, with the ex- 
plicit understanding, however, that it might be extended 
to other European nations, should the President decide 
that security considerations so require.” Despite the pro- 
fessed interest in encouraging European integration, the 
1951 Mutual Security Act authorized the grant of assist- 
ance to individual States only. In this respect the Mutual 
Security Act of 1952 goes a step further.” After taking 
note of the recent efforts of European economic and mil- 
itary integration, it granted direct assistance to such in- 
ternational organizations as NATO, the European Com- 
munity for Coal and Steel and to “the organization which 
may evolve from current international discussion con- 
cerning a European Defence Community.” In order 
to assure a more rational and efficient distribution and 
utilization of the aid, the United States would prefer to 
grant the assistance directly to the EDC,” instead of to its 
individual Members. At the same time, the forthcoming 
aid would be contingent on the efforts of the European 
countries to make the EDC a reality. 

Technically, the distribution of the military assist- 
ance” remains at all times in the complete control of the 

64 Actually this objective was stated for the first time in 63 Stat. 50 (1949), 
22 U.S.C. §1501(a) (Supp. 1952) which amended the Economic Cooperation 
Act of 1948. 

8 Ibid. 

6665 Srar. 381 (1951), 22 U.S.C. § 1662 (Supp. 1952). 

67 66 Strat. 141 (1952), 22 U.S.C.A. § 1651 et seg. (1953). 

6865 Srat. 141 (1952), 22 U.S.C.A. § 1651(b) (1953). 

6° Thus H.R. 5710, a bill to further amend the Mutual Security Act of 1951 
as amended, 82d Cong., Ist Sess., proposed that “. . . no less than 50 percent 
of the funds authorized for military assistance in Europe in fiscal year 1954 shall 
be made available only for the European Defence Community”; H.R. Rep. No. 
569, 82d Cong., Ist Sess. 14 (1953). 

70 Sen. For. Ret. Comm. & H.R. For. Arrarrs ComM., THE Mutua SeE- 
CURITY PROGRAM FOR FiscaL YEAR 1953—Basic Data SuPPLIED BY THE EXEcU- 


tive Brancu, 82d Cong., 2d Sess. 10-14 (1952). Such military assistance com- 
prises military aid items produced either in the United States or in Europe 
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United States." Military Assistance Advisory Groups 
(MAAGs) operate in each country receiving U.S. mili- 
tary aid and conduct the negotiations with the Govern- 
ment as to the country’s need. These groups ultimately 
supervise the distribution of the assistance which has been 
authorized and appropriated by the Congress on the basis 
of screened estimates prepared by the various branches 
of the Defence Department.” 

An aid granted directly to the Commissariat of the 
EDC would without any doubt considerably simplify this 
procedure. A single supranational MAAG “accredited” 
with the Defence Community, would be adequate, and 
perhaps even better equipped, to examine the Commu- 
nity’s needs, and to channel and control the flow of as- 
sistance appropriated. 

It seems only sound that a common defence force to 
be built up by a joint effort and support of the Commu- 
nity’s Member States should also be assisted by aid given 
to the Community as such. This is even more apparent 
when it is remembered that national armed forces are 
prohibited by the Treaty, and their components are to 
be merged into a single European Army. The argument 
in favor of such an approach is even further reinforced 
by the possibilities of rapid standardization of equipment 
and production. A division of aid to individual Member 
States would seem illogical, contrary to the aims of the 
Treaty, and would even undermine the prestige of the 
EDC itself. 


Finally, the close and constant connection between the 


under the offshore procurement program; military technical and training pro- 
gram; and stockpiling of vital strategic raw material and foodstuff, indispen- 
sable to the defense of Europe. 

71 General Bradley’s statement in Hearings of the House Foreign Affairs 
Committee on H.R. 7005, Mutual Security Act Extension, 82d Cong., 2d Sess., 
25 (1952). 

72 Td. 487-8. See also THe Brooxincs INstTITUTE, THE ADMINISTRATION OF 
ForeEIGN AFFAIRS AND OvERSEAS OPERATIONS, A Report Prepared for the Bu- 
reau of Budget, Executive Office of the President 133-35 (1951); Hearings of 
the House Foreign Affairs Committee on H.R. 5710, Mutual Security Act 
Extension, 83d Cong., lst Sess., 317-23 (1953) and particularly the compre- 
hensive report of Gen. Handy, id. 395-402. 

2 
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MAAG and the EDC would seem to offer ample oppor- 
tunities for shaping as well as coordinating the growth 


of the Defence Community with the aims and activities 
of NATO. 


Britain and the EDC. 


“We have assured the member Governments of EDC 
that the United Kingdom will have the closest possible 
political and military association with it,” ™ recently 
stated Foreign Secretary Eden. This describes fairly 
well the British position on this issue. Though willing 
and prepared to support the formation of the EDC, Brit- 
ain declined a direct participation in the Community on 
the familiar ground of its Commonwealth ties,"* making 
it difficult, if not impossible, to join an organization 
which would require a partial surrender of State powers. 

Similarly to the United States, Britain is associated 
with the Community through itt NATO membership; 
its participation in the Tripartite Declaration mentioned 
earlier; and indirectly through the Convention on Rela- 


tion with the Federal Republic of Germany, which is to 
enter into force once the EDC comes into effect. 


73 524 H.C. Des. 418 (5th ser. 1954). 

According to an undisclosed military treaty United Kingdom is willing to 
integrate part of her land and air forces into the Defence Force of the Com- 
munity, reserving, however, the right to withdraw them after proper consul- 
tation. N.Y. Times, Feb. 23, 1954, p. 1 and March 25, 1954, p. 6, col. 4. 

As to the extent of United Kingdom’s political and military association with 
the EDC see also rec Secretary Eden’s statement before the House of 
Commons, on Nov. 5, 1953: “. . . our relationship is as close as anything 
we can devise short of actual membership. We shall hope to found a lasting 
association based on our allegiance to NATO and a common outlook in tech- 
nical fields such as training, tactical doctrine, staff methods and the standardiza- 
tion of weapons. . . . On the political plane there will be constant day-to-day 
problems to settle. There will be important questions of policy to discuss be- 
tween the EDC. . . . For these purposes new machinery will be necessary to 
supplement our relations as they exist today with these countries separately 
and with NATO. 522 H.C. Des. 313-14 (Sth ser. 1953). See also Eden’s 
statement of Dec. 17, 1953 ibid. at 689. 

In addition, United Kingdom is also prepared to extend her political com- 
mitments towards the EDC defining the extent and timing of British support in 
times of political and military crisis. N.Y. Times, March 13, 1954, p. 1. 

74 Cf. the statement of the late Secretary of State Bevin in the House of 
Commons, Nov. 29, 1950, 481 H.C. Des. 1173-4 (5th ser. 1950) and that of 
Under-Secretary Davies and the extensive discussion which followed on Nov. 
13, 1950, 480 H.C. Des. 1392-1503 (Sth ser. 1950). See also Roperts & Wiz- 
SON, BRITAIN AND THE Unitep States 138 (1953). 
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In addition, the Brussels Mutual Defence Treaty of 
1948,"° concluded between United Kingdom, France, 
Belgium, The Netherlands and Luxembourg, must also be 
considered. It is evident that this Defence Treaty will 
be affected by the establishment of the EDC and subject 
to some modifications. 

To clarify this web of commitments and foster its rela- 
tions to the EDC, Britain has offered to extend the recip- 
rocal guarantees against aggression as provided by Art. 4 
of the Brussels Treaty to all the Members of the Defence 
Community.” This proposed Treaty would thus extend 
the military commitments and guarantees to Germany 
and Italy. Britain had already previously guaranteed 
Germany’s integrity and independence by its adherence to 
the NATO Protocol; on the other hand, the Federal Re- 
public as well as Italy have committed themselves in the 
EDC’s Additional Protocol to come to Britain’s assistance 
if it is attacked. Thus the extension of the Brussels 
Treaty is, by and large, a formal adaptation of its mili- 
tary guarantees to the new system of commitments. 

Technically, there is a question of whether or not the 
extent of the commitments under the North Atlantic 
Treaty and the Brussels Treaty are really identical. For 
all practical purposes they appear to be. Some, however, 
hold the view that the commitment under Art. 5 of the 
North Atlantic Treaty which declares that each Party, 
in case of armed attack “will assist the Party so attacked 
by taking forthwith individually or in concert with other 
parties, such actions as it deems necessary, including the 
use of armed force,” is narrower than Art. 4 of the Brus- 
sels Treaty which under the same conditions sets the com- 
mitments to “all military and other aid and assistance in 
their power.” This difference in opinion is, however, 

75 Text in 43 A.J. Int’L L., Off. Doc. 59-63 (1949). 


76 TREATY BETWEEN THE UNITED KINGDOM AND THE MEMBER STATES OF THE 
EuropeAN DEFENCE COMMUNITY reproduced in documents ctt. supra, note 1 at 


53. 
77 Heindel-Kalijarvi-Wilcox, The North Atlantic Treaty in the U.S. Senate, 
43 A.J. Int’L L. 647-48 (1949). 
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rather doctrinal in nature because once the EDC is estab- 
lished and the mutual guarantees between the Community 
and Britain become effective, the Brussels Treaty pledg- 
ing mutual military assistance of the signatory States will, 
with the disappearance of French, Belgian and Dutch 
armed forces, lose much of its substance, save for their 
forces stationed overseas. 


Conclusion 


The possible formation of a European Army would, 
as indicated above, make the Brussels Treaty obsolete. 
The individual Governments would no longer be able 
to honor the military guarantees originally undertaken. 
For that matter, such obligations—if considered in force 
at all—could be met only collectively through the EDC 
which virtually would take over all the military commit- 
ments subscribed to by some of its Member States at a 
time when they still had armies of their own. This would 
be of particular consequence to France, Belgium and The 
Netherlands as United Nations Members with regard 
to their Charter obligations of Articles 25 and 41. The 
substitution of individual military commitments by a col- 
lective obligation of the EDC would introduce an abso- 
lutely unique situation for which international law has, 
save for its universal clause rebus sic stantibus, hardly 
any feasible precedent to offer.* The provision of Ar- 
ticle 121 of the Treaty which prohibits Member States 
from concluding any international agreement “incom- 
patible with the present Treaty” unquestionably precludes 
any mutual assistance agreement between an EDC Mem- 
ber and a third, outside State. 

Similarly, the formation of the EDC will affect other 


7™8 Such a “succession” of States em masse by a supranational international 
organization, explicitly declared to have legal personality and “juridical capacity 
necessary to the exercise of its functions and the attainment of its aims”, TREATY 
Art. 7, q2, is a novum for the usual conception of international law. 

For a recent, realistic appraisal of the State succession doctrine see TrisKa, 


Sao AND GOVERNMENTAL Succession, (J.S.D. Thesis, Yale Law School, 
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existing international commitments undertaken by the 
Member States which, because of the operation of the 
EDC, they will be unable to fulfill. This is, for instance, 
the case with regard to various conventions regulating 
warfare. Accordingly, the Member States agreed “to 
take appropriate measures to facilitate the adherence of 
the Community as such to international conventions re- 
lating to the laws of war.” The common defence, re- 
flected in joint military arrangements will press for a 
closely coordinated if not common foreign policy of the 
EDC Member States,” a trend likely to be also fostered 
by the operation of the European Coal and Steel Com- 
munity. 

The success of the Defence Community hinges mostly 
on its political situation in general, and that of France 
and Germany in particular. The vigilant and supporting 
stand of the United States and United Kingdom will be 
of no less consequence to the fate of the Community.” It 
may be assumed, however, that a progressing integration 
of national armed forces and of armament production 
may diminish the dangers inherent in the proposed Com- 
munity. 

Short of permitting the establishment of an independ- 
ent German Army, there seems to be no rational alterna- 
tive to the EDC.” “Germany must make her military 
contribution to the safety of Europe,” recently stated 


79 SIGNATURE PROTOCOL, in documents cit. supra, note 1, at 51. For further 
comment see Baxter, Constitutional Forms and Some Legal Problems of Inter- 
— Military Command, 29 Brit. YeEaRBooK oF In1r’L Law 1952 at 355-58 
(1953). 

80 This demand was already raised by Chancellor Adenauer in his New York 
speech, April 16, 1953; for the text see American Committee on United 
Europe, Address by Dr. Adenauer 12 (1953). 

81 The estimate of the Study Group of the Roya INstITUTE oF INTERNATIONAL 
Arrairs, ATLANTIC ALLIANCE 115, that “in five years time, whether Germany 
remains divided or not, it will probably be the most powerful European mem- 
ber of NATO” makes this even more advisable. 

The close relation of the United States to the EDC is, furthermore, neces- 
sary to counterbalance a possible renewed German Drang nach Osten to re- 
cover her eastern territories, which might precipitate an armed conflict. See the 
farewell address of Doenitz to the Officer Corps reproduced by WHEELER- 
Bennett, THE NEMESIS oF PowER: THE GERMAN ARMy IN Poritics 1918- 
1945 at 699 (1953). 

82 WHEELER-BENNETT, Op. cit. supra note 81, at ix. 
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Winston Churchill, “We cannot, in any case, expect a 
robust and valiant people of 60 million to rest unarmed 
and defenceless in an unstable Europe for an indefinite 
period of time.” * The success of the Community would 
consolidate Western Europe, eliminate the dreadful pos- 
sibility of a French-German feud, and stimulate, despite 
all the formidable obstacles, the trends towards European 
political integration, and greatly assist the formation of 
a European political authority.* A strengthened Europe 
would mean a strengthened NATO, and a stronger and 
healthier Free World. “To unite the free people of 
Europe is primarily a European responsibility, but 
whether it is done or not is of utmost importance for the 
whole free world.” © 


Addendum 


Recent developments have emphasized the vital role of 
the United States and Britain for the formation of the 
EDC. Primarily to allay French fear and suspicion and 
thus to encourage France to ratify the Treaty, both Pow- 


ers have extended further assurances to the EDC. 
Britain, recognizing the close community of interest 
with Western Europe, concluded an agreement with the 
Member States of the proposed EDC.* According to 
this agreement, only recently made public,” Britain will 
establish the closest association with the Community. To 
facilitate, on the political level, consultations on matters 
of common concern and on “general problems of coop- 
eration” as well as to “establish close and continuous liai- 


83 522 H.C. Des. 582 (5th ser. 1953). 

84 An Hoc AsseMBLY INSTRUCTED To WorK ouT A Drart TREATY SETTING 
uP A EuropeaAN Po.itica, CoMMUNITY, Drart TREATY EMBODYING THE STAT- 
UTE OF THE EurRoPpEAN CoMMUNITY, Information and Officials Documents of 
the Constitutional Committee (1953). 

85 Schuman, France and Europe, 31 Foreicn Arratrs 357 (1953). Consult 
also the communique of the Foreign Ministers of France, United Kingdom and 
United States, 29 Dep’r State Butv. 104-5. (1953). 

86 Text of the Agreement on British cooperation with the EDC and of the 
ag of Policy on Britain’s military association in N.Y. Times, April 14, 
1954, p. 

87 N.Y. Times, April 14, 1954, p. 4, col. 4. 
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son with the Commissariat,” Britain will appoint: (a) a 
ministerial representative to the Community’s Council of 
Ministers to attend its meeting whenever such matters 
are discussed; (b) a representative to the Commissariat.” 
Neither of the representatives has the right to vote in 
these bodies, of course, although it must be anticipated 
that these representatives will participate in their discus- 
sions and deliberations. 

On the military level, Britain pledges “effective and 
continuous cooperation” between its armed forces placed 
under the Supreme Allied Commander of NATO and 
those of the European Defence Force. The ultimate 
aim of this cooperation is to integrate elements of British 
army, air force and navy into the European Defence 
Force” through the basic units of the community.” 

The future United States foreign policy towards the 
EDC has been strengthened by President Eisenhower’s 
message of April 16, 1954.° The message reiterates the 
preeminent United States interest in the unity and integ- 
rity of the EDC, previously expressed by the Tripartite 
Declaration,” and pledges to maintain such United States 
forces in Europe “as may be necessary” and “needed for 
the joint defense of the North Atlantic area.” Further- 
more, it promises to encourage integration between the 
European Defence Force on one hand and the United 
States and other North Atlantic Treaty forces on the 


other, and consult on matters of common concern with 
NATO Members and the EDC. 


88 Agreement Art. 3. 

89 Ibid. Art. 2. This cooperation will, in particular, seek to “promote a com- 
mon military outlook in technical fields such as training, tactical doctrine, staff 
methods, logistics and standardization of equipment.” For details on the mili- 
tary cooperation see the Statement of Policy cit. supra at note 86. 

90 Statement of Policy par. 1. See also Treaty Arts. 68, par. 3, 69; par. 3 
and 70 par. 3 which explicitly provide for such an integration the nature of 
which depends on the various branches of armed forces to be integrated. 

%1 For the strength and composition of a basic unit see Treaty Arts. 68, 69, 
70; Murirary Prorocor Arts. 1-3. 

92.N.Y. Times, April 17, 1954, p. 2, cols. 2-3. 

93 Cit. supra note 60 
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Important trends in market organization have appeared 
in the last few decades. Large manufacturers have 
sought to obtain control over distributive outlets and mass 
distributors have begun to integrate backward by acquisi- 
tion of productive facilities. Economists have not agreed 
either as to the reasons for these trends or whether they 
are detrimental.’ 

Pricing policies have also undergone change. Retail 
price cutting of the depression period and skillful lobby- 
ing efforts’ were responsible for the almost universal adop- 
tion of legislation authorizing resale price maintenance 
systems for trade-marked commodities.*' Resale price 
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1 For a sampling of views concerning the nature and effect of the integration 
trend, see: Adelman, Integration and the Antitrust Laws, 63 Harv. L. Rev. 27 
(1949); Adelman, The A & P Case: A Study in Applied Economic Theory, 
63 Q.J. Econ. 238 (1949); Berge, Problems of Enforcement and Interpreta- 
tion of the Sherman Act, 38 Am. Econ. Rev. 172, 176 (1948); Cook, Legisla- 
tive Restrictions on Marketing Integration, 8 Law & Contemp. Pros. 273 
(1941); Frank, The Significance of Industrial Integration, 33 J. Pot. Econ. 
179 (1925); Hale, Vertical Integration: Impact of the Antitrust Laws Upon 
Combinations of Successive Stages of Production and Distribution, 49 Cor. L. 
Rev. 921 (1949); Rostow, Problems of Size and Integration, in CCH Sympo- 
stuM, BustnEss Practices UNpbER FEpERAL Antitrust Laws 117 (1951); 
Rostow and Sachs, Entry Into the Oil Refining Business: Vertical Integration 
Re-examined, 61 Yate L.J. 856 (1952); Spengler, Vertical Integration and 
Antitrust Policy, 58 J. Pot. Econ. 347 (1950); Wolff, Monopolistic Competi- 
tion in Distribution, 8 Law & Contemp. Pros. 303 (1941); Note, Chain Store 
Integration as Restraint of Trade Under the Sherman Act, 15 U. or Cut. L. 
Rev. 392 (1948). 


2 The National Association of Retail Druggists was the group most instru- 
mental in securing the passage of Fair Trade legislation. “. . . the National 
Association of Retail Druggists . . . in three short years. was to roll up a 
record of accomplishment unmatched by any other pressure group in the 
country’s history. . . . Having won the resale price maintenance fight in the 
face of the most overwhelming obstacles, the . . . Association . . . is entitled 


to take rank as the Nation’s most powerful trade. association today.” Business 
Week, August 28, 1937. 


3 Resale price maintenance was first adopted in California in 1931. After 
being held constitutional in Old Dearborn Distributing Co. v. Seagram-Dis- 
tillers Corp., 299 U.S. 183 (1936), it was speedily enacted by every state except 
Texas, Vermont, Missouri and the District of Columbia. Resale price mainte- 
nance statutes are collected in 2 CCH Trapg Rec. Rep. J 8001 et seq.; 97125 
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maintenance laws (bearing the euphemistic title of “Fair 
Trade”) permit the manufacturer or producer of a trade- 
marked commodity to establish by contract minimum or 
stipulated wholesale and retail prices to which both con- 
tracting and non-signing wholesale and retail dealers 
with notice must adhere in resale of such commodities. 
Although ostensibly adopted for the protection of the 
“good will” of the brand-owner, they are usually con- 
ceded to give principal protection to the distributor. 
Economists are in sharp disagreement about their desira- 
bility.* 

The popularity of resale price maintenance and the 
strength of the integration trend made it inevitable that 
the two practices meet. The simultaneous use of partial 
integration and resale price maintenance by manufactur- 
ers has given rise to current Federal Trade Commission 


contains a list of the many state cases involving constitutionality. Although the 
Supreme Court recently refused to reconsider the constitutionality of fair-trade, 
Schwegmann Bros. v. Eli Lilly & Co., 346 U.S. 856 (1953), a few recent at- 
tacks upon constitutionality in state cases have been partially successful. The 
Supreme Court of Georgia declared its statute unconstitutional. Grayson- 
Robinson Stores, Inc. v. Oneida, Ltd., 209 Ga. 613, 75 S.E2d 161 (1953). It 
has since been replaced by the legislature. The Michigan Supreme Court, the 
Florida Supreme Court and a New Jersey lower court refused relief against 
non-signers on constitutional grounds. Shakespeare Co. v. Lippman’s Tool 
Shop Sporting Goods Co., 334 Mich. 109, 54 N.W.2d 268 (1952); Miles Lab- 
oratories, Inc. v. Eckerd, CCH Trane Rec. Rep. § 67,700 (1954); and Lionel 
Corp. v. Grayson-Robinson Stores, Inc., 27 N.J. Super. 54, 98 A.2d 623 (Ch. 
Div. 1953). A Nebraska lower court has just declared its Fair Trade Act to 
be an unconstitutional delegation of legislative power. General Electric Co. v. 
J. L. Brandeis & Sons, CCH Trane Rec. Rep. {| 67,682 (Dist. Ct. of Neb. 1954). 


4 The literature is voluminous. For examples of views that resale price main- 
tenance laws are undesirable because tending to eliminate price competition 
and to exact exorbitant prices from consumers, see FTC, Report oN RESALE 
Prick MAINTENANCE, 258-259 (1945); GreTHER, Price Contro: UNpER Fair 
TRADE LecIsLaTION (1939); Edwards, Appraisal of “Fair Trade” and “Unfair 
Practices” Acts, 5 J. MarKetinc 3 (1940); Cassidy, The Consumer and the 
Maintenance of Resale Prices, 3 J. MARKETING 257 (1939); StocKING AND 
Watkins, Monopoty AND FREE ENTERPRISE 321-330 (1951); TNEC, Fina 
REPORT AND RECOMMENDATIONS, 121 et seg. (1941); McLaughlin, Fair Trade 
Acts, 86 U. or Pa. L. Rev. 803 (1938). Fulda, Resale Price Maintenance, 21 
U. or Cur. L. Rev. 175 (1954) contains an excellent collection of recent state- 
ments pro and con. 

For examples of views that resale price maintenance laws are desirable as a 
means of protecting “good will,” maintaining small business and eliminating “loss 
leader” selling, see WEIGEL, THE Farr Trape Acts (1938); THe Basis AND 
DEVELOPMENT OF Farr TravE, A Sounp Basis For AN INCENTIVE Economy, 
published by American Fair Trade Council (1945); Branpeis, Bustness—A 
Proression 243 (1914); Humphrey, The Case for Fair Trade, Tide: The 
Newsmagazine of Sales & Advertising, June 13, 1952. 
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proceedings’ and an antitrust suit® in which the validity 
of retention of both methods by a single concern is ques- 
tioned. The legal theory involved is one that represents 
a potential threat to the resale price maintenance systems 
of many manufacturers. It is the purpose of this com- 
ment to consider the new legal theory upon which these 
proceedings are predicated and to assess its potential im- 
pact upon fair-trade pricing and our economy. 


I 
THE NEw LEGAL THEORY 


The McGuire Act,’ like its forerunner, the Miller- 
Tydings Act,* was enacted by Congress for the purpose of 
exempting resale price maintenance agreements from the 
Sherman Act and Federal Trade Commission Act bans 
on price-fixing. But one limitation upon this exemption 
appears in the following proviso of the McGuire Act: 

Nothing contained in . . . [the Act] shall make lawful con- 
tracts or agreements providing for the establishment or mainte- 
nance of minimum or stipulated resale prices on any commodity 
. . . between manufacturers, or between producers, or between 
wholesalers, or between brokers, or between factors, or between 


retailers, or between persons, firms or corporations in competi- 
tion with each other.® (Italics supplied. ) 


The present attack on some resale price maintenance 
systems is based upon the premise that any manufacturer 
or producer who maintains retail or wholesale outlets of 
his own (or who engages in any direct selling) is a “re- 
tailer” or a “wholesaler” within the above language, and 


5 Doubleday & Co., Inc., F.T.C. Docket No. 5897 and Eastman Kodak Co., 
F.T.C. Docket No. 6040. 

6 United States v. McKesson & Robbins, Inc., Civil Action No. 76-50, filed 
May 27, 1952 in the Southern District of New York and described in Depart- 
ment of Justice Release of May 27, 1952. 

766 Srat. 632, 15 U.S.C.A. § 45 (Supp. 1952). 

850 Srat. 693 (1937), 15 U.S.C. §1 (1946). The Miller-Tydings Act be- 
came inadequate protection to the fair-trading manufacturer by reason of the 
decision of the Supreme Court in Schwegmann Bros. v. Calvert Distillers Corp., 
341 U.S. 384 (1951) which held that enforcement of fair-trade prices against a 
non-signing dealer was not included in the Miller-Tydings Act exemption from 
the Sherman Act. The McGuire Act was quickly passed by Congress to 
enable fair-trade pricing to be used effectively. 

966 Strat. 632, 15 U.S.C.A. §45 (Supp. 1952). 
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therefore is not permitted to establish fair-trade pricing 
agreements with any other retailer or wholesaler. In 
practical effect, this theory requires a choice by any man- 
ufacturer or producer between a partially-integrated mar- 
ket’ or a system of resale price maintenance. This inter- 
pretation would preclude retention of both marketing 
methods in one area by a single concern. 

There are many indications that this is a theory of re- 
cent origin so far as government lawyers are concerned. 
In the first place, despite the existence of substantially 
identical language in the Miller-Tydings Act of 1937" 
neither the FTC nor the Antitrust Division of the Depart- 
ment of Justice ever indicated that there was anything 
improper about a manufacturer with retail or wholesale 
outlets utilizing fair-trade until the institution in late 
1951 of two FTC proceedings discussed herein” and in 
1952 of a civil suit by the Antitrust Division.* Second, 
it is inconceivable that these two agencies would have 
acquiesced in violations of the Sherman or Federal Trade 


Commission Acts for almost fourteen years. It cannot 
be doubted that both agencies had knowledge that many 
manufacturers with direct-selling practices made wide 
use of resale price maintenance agreements. Moreover, 
the FTC implicitly authorized resale price maintenance 
by one of the respondents whom it now regards as having 
been unlawfully engaged in price-fixing since 1938.* 


10 The terms “integration” and “market integration” are explained infra in 
the portion of this comment entitled “Economic Considerations.” 

1150 Srat. 693 (1937), 15 U.S.C. §1 (1946). The only important change 
made by the McGuire Act in this proviso was the addition of the words “or 
stipulated” to conform to a change made in another subdivision of the McGuire 
Act to insure that state acts permitting the establishment of a “stipulated” resale 
price were valid as well as those authorizing “minimum” prices. 

12 Doubleday & Co., Inc., F.T.C. Docket No. 5897 and Eastman Kodak Co., 
F.T.C. Docket No. 6040. 

13 United States v. McKesson & Robbins, Inc., Civil Action No. 76-50 
(S.D.N.Y., filed May 27, 1952). 

14In Eastman Kodak Co. v. Federal Trade Commission, 158 F.2d 592 (2d 
Cir. 1946), noted in 15 Gro. Wasn. L. Rev. 511 (1947), an FTC order was 
sustained that required Eastman to discontinue fair-trading its Kodachrome 
movie film because it was not in “free and open competition” with any other 
commodity of the same general class. At that time no other concern produced 
color movie film. The Miller-Tydings Act permitted fair-trade agreements 
only on commodities “in free and open competition” with other commodities 
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Finally, the failure of this theory ever to be urged in pri- 
vate litigation in which many manufacturers maintain- 
ing both partial market integration and fair-trade pricing 
have enforced their fair-trade pricing systems is ample 
evidence that the theory is a novel one previously over- 
looked by lawyers.” 


II 
THE DOUBLEDAY CASE 


The first FTC proceeding brought on the new theory is 
against Doubleday & Co., one of the major publishers of 
fiction and non-fiction books.** Doubleday sells books to 
independent retail stores under resale price maintenance 
agreements. In addition, it distributes books to twenty- 
five wholly-owned retail book shops located in various 
states.” A further method of distribution is through 
licensing of book clubs to publish and distribute “book 
club editions” of the same books, with Doubleday renting 
the printing plates but requiring no resale price main- 
tenance. One of the largest of these book clubs, Literary 
Guild, is owned by Doubleday through a subsidiary cor- 
poration. FTC counsel contend that the ownership of 
a stores and the book club makes Doubleday a “retail- 

r” of books and precludes the use of fair-trade agree- 
ments with other “retailers.” 





of the same general class. At a later date, another manufacturer began market- 
ing a competitive color movie film. Acting upon Eastman’s petition for reopen- 
ing, the FTC directed that its order against Eastman be suspended for such 
time as there might be “free and open competition” between the two products. 
At the time of this action Eastman had approximately the same number of 
retail stores as it now owns. It therefore seems reasonable to assume that the 
FTC would never have lifted the cease and desist order if it believed Eastman’s 
fair-trade agreements were unlawful because of the ownership of retail outlets. 

15 Eastman, Doubleday and many other partially-integrated concerns have 
brought numerous civil actions to enforce fair-trade pricing systems, but no 
case has been found in the reports that directly presents the argument now 
made. It is probably a safe assumption that the present proceedings will 
educate lawyers and provide a new defense to many injunction suits. 

16 F.T.C. Docket No. 5897. Other charges in the FTC complaint of viola- 
tions of the Clayton Act and price-fixing with other book publishers will not 
be discussed in this article. 


17 Doubleday & Co., Inc., 3 CCH Trapt Rec. Rep. 911,515 (F.T.C. 1953) 
at 12,489-90. 
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The hearing examiner dismissed this part of the com- 
plaint, ruling that agreements such as Doubleday’s are 
not invalid “where the retailing operation is incidental 
to a different major endeavor” or if “the retailers are not 
shown to be in competition with each other.”** Upon 
appeal to the Commission, the hearing examiner’s deci- 
sion was reversed and the case was remanded for further 
consideration and receipt of additional evidence. Chair- 


man Howrey, speaking for himself and Commissioner 
Mead, stated : 


The purpose of the McGuire Act, . . . was to exempt from 
the operation of the Federal Trade Commission Act and the 
antitrust acts vertical agreements prescribing minimum or stip- 
ulated resale prices. Horizontal agreements of the same type 
were expressly not exempted. The ultimate question . . . is 
whether the agreements under scrutiny are “vertical” or “hori- 
zontal.” When negotiating the fair trade agreements with re- 
tailers was respondent acting in its capacity as a manufacturer- 
publisher or in its capacity as a retailer? . . . it is necessary to 
study the particular agreement, examine its form, economic pur- 
pose, intent and effect and then decide whether it is a vertical 
or horizontal resale price-maintenance agreement. Form alone, 
of course, is not conclusive—the vertical form must not be used 
as a subterfuge or as a cloak to cover an arrangement having all 
the effects of a horizontal agreement in restraint of trade.’® 
(Italics supplied.) 


Chairman Howrey’s opinion further indicated that the 
dual capacity of a particular business concern is not the 
controlling factor. The McGuire Act was “not intended 
to discriminate between integrated and nonintegrated 
manufacturing enterprises in securing the benefits of re- 
sale price maintenance.” He pointed out that direct sell- 
ing has become a widespread practice.” 

Commissioner Spingarn wrote a separate concurring 
opinion, in which he said: 

I believe that my two colleagues erroneously make the form of 
the agreements and the economic purpose and intent of the re- 


spondent determinative factors to be considered by the hearing 
examiner in deciding whether the agreements between retail 


18 Jd. at 12,493. 
19 [bid. 
20 [bid. 
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book stores and a publisher who operates book stores are legal 
resale price fixing agreements or whether they are illegal price 
agreements between retailers. In my opinion, proper decision of 
the case requires a determination as to whether the effect of 
these agreements has been to restrict price competition between 
respondent's book stores and their competitors in the retail 
market. To the extent that these agreements have such a restrictive 
effect on competition, they are illegal and should be prohibited 
regardless of their form and regardless of the economic purpose 
or intent of the parties to the agreement.” (Italics supplied.) 
The implication to be drawn from Commissioner 
Spingarn’s opinion is that resale price maintenance agree- 
ments are illegal in any area in which the manufacturer 
owns a competing retail outlet if their effect is to restrict 
price competition, but are permissible in any other area. 
Commissioner Carretta also concurred but with a slightly 
different view. He regarded the proviso as divisible into 
two parts: (1) the exception for contracts “between man- 
ufacturers . . . or between retailers” and (2) the excep- 
tion for contracts “between persons, firms, or corporations 
in competition with each other.”*” As to the first part 
he indicated that he regarded a contract between two 
retailers or two manufacturers in connection with a 
trade-marked product as unlawful only if “the contract- 
ing parties are in competition with each other.” With re- 
spect to the second part, he stated that “the test appears 
to be that there must be competition between the con- 
tracting parties.” Existence of actual competition be- 
tween the manufacturer-retailer and a signatory indepen- 
dent retailer is the controlling factor in the case of fair- 
trade agreements of a partially-integrated concern ac- 
cording to his interpretation.** Commissioner Mason did 
not participate in the Doubleday proceeding. 


21 Jd. at 12,495. 

22 Jd. at 12,497-8. A separation of these two phrases could be of importance. 
If the words “in competition with each other” do not relate to the words “be- 
tween manufacturers . . . or between retailers,” then any such agreement 
between a manufacturer who has some retail outlets and any retail dealer would 
be prohibited even though the agreement is made in an area where there is 
absolutely no competition between the two. The remainder of Commissioner 
Carretta’s opinion indicates he is not adopting this view. 

23 Ibid. 





RESALE PRICE MAINTENANCE 


III 
THE EASTMAN KODAK CASE 


In the other current FTC proceeding Eastman Kodak 
Company is charged with employing “unfair methods 
of competition in commerce” by utilizing agreements that 
“have a dangerous tendency to unduly hinder competition 
and . . . to create a monopoly.” * The agreements in- 
volved are standardized fair-trade price agreements sim- 
ilar to those used by most manufacturers since the incep- 
tion of fair-trade pricing. Commission counsel con- 
tended that Eastman is a “retailer” because it owns the 
voting stock of 24 subsidiary corporations which operate 
39 retail stores for the sale of photographic supplies.” In 
the sale of its amateur photographic supplies directly to 
over 10,000 stores and to about 350 wholesale dealers, 
Eastman has obtained signed agreements from approxi- 
mately 6,500 dealers to effectively establish resale price 
maintenance for its products throughout the nation.” A 
total of about 75,000 retail dealers handle Eastman prod- 
ucts.” These fair-trade agreements were used contin- 
uously from 1938 to 1951 without being challenged by 
the government.” After passage of the McGuire Act in 
1952, Eastman again resumed the use of such agreements. 
From 1938 to 1952 Eastman brought numerous state court 
actions which resulted in injunctions against thirty-nine 
different price-cutting dealers.” Apparently no sugges- 
tion was made in this litigation that Eastman’s agreements 
were invalid because of its ownership of retail stores. 

The Commission was recently required to decide 
whether the pending Eastman complaint should be dis- 

24 Commission’s complaint, p. 4. 

25 Respondent’s answer, p. 4. These retail outlets are located in 35 cities 
in 22 states and the District of Columbia. Their 1950 sales amounted to 
$34,330,438. 

26 Respondent’s answer, p. 7. 

27 Respondent’s answer, p. 3. Total sales of Eastman amateur photographic 
products amounted to approximately $461,389,980 in 1950. 

28 Except for the agreements relating to Kodachrome movie film discussed 


supra, note 14. 
29 Respondent’s answer, p. 8. These decisions are mostly unreported. 
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missed. In a short unsigned opinion, Commissioners 
Spingarn, Carretta and Mason held that the complaint 
stated a violation of the Federal Trade Commission Act 
because it alleged that “respondent had entered into re- 
sale price fixing agreements with companies which, in 
fact, compete with retail stores owned and controlled by 
respondent. . . .” * This opinion stressed the last por- 
tion of the proviso: 


This Act . . . specifically states that it does not legalize agree- 
ments between persons, firms, or corporations in competition 
with each other. Thus, as certain of the resale price fixing 
agreements are alleged to be between respondent and certain 
retail stores which are in competition with retail stores wholly 
owned and controlled by respondent, the agreements are between 
competitors and are not exempted by the McGuire Act.** 


Chairman Howrey felt compelled to dissent on the 
basis of his earlier opinion in the Doubleday proceeding: 


Mere competition between some of these outlets and indepen- 
dent retail stores having resale price contracts with the manufac- 
turer is certainly not determinative of illegality. If the contracts 
are truly vertical, no violation of the Federal Trade Commission 
Act is present. Neither the Miller-Tydings Amendment nor 
the McGuire Act were intended by the Congress to discriminate 
between integrated and nonintegrated manufacturing concerns 
in securing the benefits of resale price maintenance for themselves 
or their customers. . . . 

If it were alleged, for example, with sufficient particularity, 
that a bona fide relationship of buyer and seller did not exist 
between respondent and its retail store customers, or that the 
transactions between them involved something more than cus- 
tomary marketing transactions affecting successive stages of the 
marketing process, or that the contracts were not between parties 
at different levels of the distribution system, or that there was a 
purpose to suppress or restrain competition through an unlawful 
horizontal arrangement, then a cause of action might be stated.*? 


This time Commissioner Mead did not participate. 

The Doubleday and Eastman opinions leave much to be 
desired from the standpoint of clarification. The three 
different views expressed are difficult to interpret. So 
far as can be ascertained, the majority view is that no 


80 Eastman Kodak Co., 3 CCH Trape Rec. Rep. J 11,527 (F.T.C. 1953). 
81 Jd. at 12,507. 
82 Jd. at 12,508-9. 
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manufacturer who maintains his own retail or wholesale 
outlets can establish fair-trade pricing in any area where 
his retail or wholesale outlets are actually competing with 
independent retailers or wholesalers who sign fair trade 
agreements. Commissioners Howrey and Mead ex- 
pressed the view that resale price maintenance by an in- 
tegrated concern is invalid only if used as a subterfuge 
to hide an intended restriction of price cutting between 
the wholesale or retail outlets of the integrated concern 
and independent competitors. This is to be ascertained, 
they indicate, by studying the particular fair-trade agree- 
ments—their form, economic purpose, intent and effect. 
If a study of these agreements discloses that they are 
“vertical” in intent and effect, then they are permissible, 
but if the study indicates that they are “horizontal” in 
purpose, then they are unlawful. This approach is rem- 
iniscent of the “rule of reason” interpretation of the 
Sherman Act.” It would, however, present difficult prob- 
lems of proof of the elusive element of the intent with 
which fair-trade agreements are made. It probably 
would mean that very few fair-trade agreements of par- 
tially-integrated concerns would be invalidated as “hori- 
zontal” agreements. 


83 Standard Oil Co. of New Jersey v. United States, 221 U.S. 1 (1911); 
United States v. American Tobacco Company et al., 221 U.S. 106 (1911), 
interpreting the Sherman Act as prohibiting only contracts or combinations 
that “unreasonably” restrain trade. This “rule of reason” approach permits the 
weighing of many factors, including the intent or purpose. But price fixing 
agreements between competitors have been regarded as per se unreasonable 
restraints. United States v. Trenton Potteries Co. et al., 273 U.S. 392 (1927) ; 
United States v. Socony Vacuum Oil Co., Inc., 310 U.S. 150 (1940); United 
States v. Bausch & Lomb Optical Co., 321 U.S. 707 (1944). 

An interesting topic for speculation might be whether Chairman Howrey 
feels that the test he proposes in the Doubleday and Eastman proceedings is 
one to be applied only by the Federal Trade Commission and not by the 
courts. In recent proceedings under the Clayton Act he has indicated that 
the Commission possesses special expertise in economic matters that will enable 
it to apply more flexible standards than the courts. In the Matter of the 
Maico Co., 3 CCH Trape Rec. Rep. § 11,577 (F.T.C. 1953), involved an exclu- 
sive dealing contract under Section 3 of the Clayton Act. Chairman Howrey re- 
jected the “per se” or “substantiality” tests that had been applied in the 
courts. Standard Oil of California v. United States, 337 U.S. 293 (1949) and 
International Salt Co. v. United States, 332 U.S. 392 (1947). In Pillsbury 
Mills, Inc., 3 CCH Trapg Rec. Rep. J 11,582 (F.T.C. 1953), the Commission’s 
first Cellar Anti-Merger Act proceeding, Chairman Howrey again rejected 
such tests. For a further expression of his concept of the expert agency, see 
Howrey, The Federal Trade Commission, 40 A.B.A.J. 113 (1954). 


3 
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The departure of Commissioner Spingarn from the 
Commission and his replacement by Commissioner 
Gwynne leaves the present members of the Commission 
who have expressed opinions evenly divided (2-2) on 
the interpretation to be given the McGuire Act pro- 
viso. It is easy to sympathize with the hearing examiner 
who finds himself in the position analogous to that which 
trial judges have sometimes had to face when an appellate 
court reverses a judgment but less than a majority adopt 
the same reasoning.” 


IV 
McKesson & ROBBINS CASE 


In May 1952 the Antitrust Division filed a civil action 
against McKesson & Robbins, Inc. utilizing the same 
legal theory to attack resale price maintenance.” Mc- 
Kesson, though not among the larger drug manufacturers, 
is the largest wholesaler of drug-store merchandise in the 
United States. The complaint alleges an illegal con- 
spiracy between defendant and numerous other whole- 
salers to fix and control the wholesale and retail prices 
of McKesson-brand drug products. McKesson’s own 
brands are marketed through mixed channels. It acts as 
wholesaler by making direct sales to retailers; it also 
sells McKesson products to independent wholesale con- 
cerns. The conspiracy charge is predicated upon Mc- 
Kesson’s resale price maintenance agreements with inde- 
pendent wholesalers that bind the latter to fair-trade 
wholesale prices. McKesson is considered by the Anti- 
trust Division as a “wholesaler” with respect to its own 
manufactured products and is therefore to be precluded 
from making fair-trade agreements with independent 


34 State v. LeDuc, 89 Mont. 545, 300 Pac. 919 (1931), note, 80 U. or Pa. 
L. Rev. 131 (1931). 

35 United States v. McKesson & Robbins, Inc., Civil Action No. 76-50 
(S.D.N.Y., filed May 27, 1952). 

36 FTC, Report ON INTERLOCKING DirEcToraTES, Appendix I, 509 (1951), lists 
McKesson as the second largest wholesale trading corporation for all kinds 
of products, and the largest for drug products. Its nearest competitor in the 
wholesale drug field is Southwestern Drug Company. 
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wholesalers. Although McKesson was originally a man- 
ufacturing concern only, since 1928 it has gradually ac- 
quired control of wholesale drug companies and has 
taken over the wholesaling function for other drug and 
cosmetic lines until today its wholesale business is larger 
than its manufacturing business, although the latter in- 
volves a large number of well-known products.” No de- 
cision has yet been reached in this civil action brought 
in the Southern District of New York. 


V 
HISTORY OF THE MCGUIRE ACT PROVISO 


The provision of the McGuire Act upon which the 
FTC proceedings are based was copied without substan- 
tial change from the Miller-Tydings Amendment of the 
Sherman Act—the first Congressional authorization of 
resale price maintenance agreements.” Miller-Tydings 
was passed in 1937 to exempt fair-trade agreements from 
the Sherman Act because the Supreme Court had held 


that such vertical price fixing agreements between a man- 
ufacturer and his distributors violated the Sherman Act.” 
Although the original bills did not contain the present 
proviso, Senator Tydings introduced it from the floor as 
an amendment worked out between himself and adminis- 
tration leaders to obviate some of the latter’s objections 
to the bill. But Senator Tydings made it clear that he 
regarded the proviso as of no real importance.” 


37 Moopy’s MANUAL OF INVESTMENTS, INDUSTRIALS 59-61, (1953), indicates 
that McKesson began acquiring control of wholesale drug companies in 1928 
and continued to acquire them over a long period of time, so that it now has 73 
wholesale divisions in 35 states and Hawaii, which account for approximately 
65% of its total sales volume. It is thus more important as a wholesaler than 
as a manufacturer—which might be of considerable importance in determining 
whether its fair-trade agreements are valid under the present theory. At 
wholesale it sells not only McKesson products but those of many other drug 
manufacturers as well. Its own laboratories package over 400 different items 
consisting of chemicals, standard drug products and specialties. VICcKLAND, 
WHOLESALE DistrisuTION oF McKesson & Rospins Propucrs 56 (1943). 

8850 Srat. 693 (1937), 15 U.S.C. §1 (1946). 

89 Dr. Miles Medical Co. v. John D. Park & Sons Co., 220 U.S. 373 (1911). 


4°“In my judgment, Mr. President, the amendment is unnecessary because 
the provision as now found in the bill allows none of the things which the 
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_ An explanation of what the proviso was meant to pre- 
clude appears in a statement by Representative Mc- 
Laughlin about the conference report: 


The act does not legalize contracts to maintain prices between 
manufacturers or sellers of different trade-marked articles of 

’ the same class or character. It only authorizes or permits con- 
tracts between the seller and the buyer, regarding resale prices 
as to a particular article, . . . The act, as amended in the 
Senate, . . . specifically provides that the act shall not make 
lawful any contract . . . providing for . . . minimum resale 
prices on any commodity . . . between manufacturers, or . . 
between wholesalers . . . or between retailers, . . . or between 
persons, firms or corporations in competition with each other. 
As an example, the act would not allow two manufacturers of 
similar trade-marked articles, as, for instance, articles of food 
or drugs . . . to agree between themselves as to the price at 
which their respective articles shall be sold. . . . It does not per- 
mit contracts between seller and seller of different articles— 
contracts known as horizontal contracts. The latter contracts, 
if violative of the Sherman Act now, will still be violative of the 
Act if H.R. 1611 becomes a law.** (Italics supplied.) 


The well-known perils of attempting to interpret 
statutes by referring to statements made during debate 


should serve as a caution against reliance on these state- 
ments. Nevertheless, it seems reasonable to conclude that 
one purpose of adding the proviso at the last moment was 
to make it very clear that manufacturers or wholesalers 
or retailers of different competing trade-marked articles 
could not by means of fair-trade agreements prevent price 
competition between the competing brands. For exam- 
ple, that would mean Eastman could not agree with its 
competitor, General Aniline & Film Corp. that “Kodak” 
and “Ansco” films would both be fair-traded at the same 
price by the subterfuge of each selling some of its prod- 
uct to the other. The best means of accomplishing this 


amendment specifically eliminates; but, in order that there may be no misunder- 
standing and that the element of competition may be kept forward throughout 
the process projected in this measure, the amendment has been offered. I took 
up the matter with the Attorney General and we worked out this amend- 
ment; . . .” 81 Conc. Rec. 7487 (July 23, 1937). Substantially the same words 
were already present in nearly all of the state acts. 


4181 Conc. Rec. 8141 (Aug. 3, 1937). 
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objective was thought to be the insertion of a proviso to 
preclude any fair-trade pricing agreements except where 
there was a bona-fide relationship of seller and buyer 
(distributor and sub-distributor) between the contracting 
parties. No other explanation of the proviso was given 
in the debates. 

After the Schwegmann case“ necessitated new legisla- 
tion, the drafters of the McGuire Act copied the Miller- 
Tydings proviso, with unimportant deviations. ‘There 
was little discussion of this provision during the consider- 
ation of the bill. The Committee reports make no sig- 
nificant reference to it. However, Senator Humphrey, 
one of the supporters of the bill, stated in debate: 


. . . a resale price maintenance contract is vertical . . . if the 
contract is between a seller and buyers who resell the original 
seller’s product; . . . a resale price maintenance contract is 
horizontal . . . if it is between competing sellers between whom 
the relation of buyer and seller or reseller does not exist as to 
the product involved. 

It is important to keep this distinction in mind, because many 
producers of trade-marked items sell them to consumers, retailers, 
and wholesalers alike. 

Under the bill, such firms may make resale price-maintenance 
contracts with both wholesalers and retailers because such con- 
tracts are vertical, that is between sellers and buyers. While in 
one sense firms in this position function not only as producers 
but also as wholesalers and retailers, they may still lawfully make 
contracts with other wholesalers and retailers, when in making 
such contracts they act as producers of a trade-marked or brand- 
ed commodity, rather than as wholesalers and retailers entering 
into forbidden horizontal resale price-maintenance contracts with 
other wholesalers or other retailers.** (Italics supplied.) 


Although this legislative history is very meager and 
inconclusive, these few explanatory statements seem to 
support the view expressed by Chairman Howrey in the 
two proceedings. At least it can be said that there is noth- 
ing in the legislative history that indicates an intention to 
prevent partially-integrated concerns from continuing to 
use fair-trade contracts. 


42 Schwegmann Bros. v. Calvert Distillers Corp., 341 U.S. 384 (1951). 
4398 Conc. Rec. 8870 (July 2, 1952). 
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VI 
PREVIOUS INTERPRETATION 


As previously indicated no reported decisions have 
been found in which courts have been directly required 
to decide whether manufacturers with retail or whole- 
sale outlets may maintain resale price maintenance sys- 
tems. However, there are numerous cases in which the 
argument could have been raised but was not. One such 
case involved Doubleday, Doran & Company.“ In an- 
other, the maker of Gillette razor blades was denied in- 
junctive relief against price-cutting by one of its whole- 
sale dealers because of Gillette’s own actions as a “whole- 
saler” that cut prices below the established resale price.“ 
General Electric, another concern believed to be par- 
tially-integrated, has been successful in many cases in 
which it sought to prevent violations of its fair-trade 
pricing arrangements.** A few cases have contained 
broad dicta that would sustain fair-trade pricing by par- 
tially-integrated concerns.” There are undoubtedly 
many unreported cases in which such concerns have ob- 
tained injunctions against price-cutting dealers.“ 

Some of the writers for legal periodicals have antici- 
pated the arguments now being made, but most of the 
writers have not attached much importance to the argu- 
ments.“ 

44 Doubleday, Doran & Co. v. R. H. Macy Co., 269 N.Y. 272, 199 N.E. 409 


(1936). This was prior to Miller-Tydings but the New York statute con- 
tained a similar provision. 

45 Gillette Safety Razor Co. v. Green, 3 N.Y.S. 2d 822 (Sup. Ct. 1938), aff’d., 
258 App. Div. 723, 15 N.Y.S. 2d 142 (1939). 

46 General Electric v. R. H. Macy Co., 103 N.Y.S. 2d 440 (Sup. Ct. 1951). 
(In this case General Electric is said to have cancelled the franchise of a 
wholly-owned subsidiary distributor because of its price cutting); General 
Electric v. Klein on Square, Inc., 121 N.Y.S. 2d 37 (1953). 

47 For example, in Sunbeam Corp. v. Payless Drug Stores, 113 F. Supp. 31, 
39 (N.D. Cal. 1953) the court stated: “There is no indication in the Miller- 
Tydings Act itself or in its legislative history that Congress intended to. . . 
alter established systems of distribution in order [for a manufacturer] to avail 
himself of the benefits of the act.” 

48 Respondent’s answer in the Eastman proceedings, p. 8 states that Eastman 
has obtained injunctions against 39 different retail stores. Eastman Kodak Co. 
v. E.M.F. Electric Supply Co., 36 F. Supp. 111 (D. Mass 1940). 

49“A manufacturer may . . . maintain a retail outlet. Is hea retailer . . . 
so that he cannot enter into a resale price maintenance contract under the 
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VII 
ECONOMIC CONSIDERATIONS 
(a) Nature and effect of integration 


“Integration” is the term economists apply to combina- 
tions. “Vertical integration” occurs when one concern 
combines two or more successive stages in the production 
or distribution of goods. ‘Market integration,” as used 
in this article, refers to the type of vertical integration 
that is exemplified by the manufacturer who owns whole- 
sale or retail outlets, or the chain store that acquires pro- 
ductive facilities. 

Vertical integration, including market integration, ex- 
ists in different degrees. Between the simplest illustra- 
tion given by Professor Adelman of the bakery with a 
retail pastry shop in the front™ to the extreme integration 
of the Ford Motor Company with its own ore-carrying 
ships, blast furnaces and steel mills, there is a tremendous 


prohibition of agreements ‘between retailers’? Or suppose a manufacturer sells 


directly to some retailers; can he establish a resale price restriction on whole- 
salers? A manufacturer enters into a Fair Trade contract with a department 
store which owns a factory making the same article; is this contract valid? 
. . . The problem for the manufacturer in such cases is not whether his resale 
price maintenance system may be considered an illegal element in his com- 
petitive struggle against his wholesaler—or retailer—competitors, but whether 
his bargaining relationship suffers from a competition considered unfair by 
his customers.” Callman, Fair Trade and Antitrust, 10 U. or Pitt. L. Rev. 
443, 456-457 (1949). Probably the first suggestion of this theory appeared in 
Note, 52 Harv. L. Rev. 284, 287 (1938) where it was said: “It would seem 
consistent with the spirit of the legislation that its benefits should be denied 
only where there is a substantial degree of horizontality between the con- 
tracting parties.” Similarly, Williams, Resale Price Maintenance and Minimum 
Price Legislation, (1950), INstirute on Antitrust Laws 141: “All of the 
legislation is expressly made inapplicable to horizontal price-fixing contracts, 
but this provision has not been deemed to prohibit contracts between a retailer 
and a manufacturer with a retail outlet or between a manufacturer and a 
manufacturing retailer.” 


50 F.g., when a steel company acquires coal mines or other sources of raw 
materials or when a manufacturer acquires wholesale or retail outlets. Frank, 
The Significance of Industrial Integration, 33 J. Pot. Econ. 179 (1925); Hale, 
Vertical Integration: Impact of the Antitrust Laws Upon Combinations of 
Successive Stages of Production and Distribution, 49 Cor. L. Rev. 921 (1949). 
“Horizontal” integration, on the other hand, refers to the combination of con- 
cerns on the same level of production or distribution. Vertical integration is 
referred to as “forward” when the acquisition is of a stage nearer to the con- 
sumer, and “backward” when the acquisition is of a productive or distributive 
step further removed from the consumer. 

51 Adelman, Effective Competition and the Antitrust Laws, 61 Harv. L. Rev. 
1289, 1312 (1948). 
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range. It is obvious from the bakery illustration that ver- 
tical integration as such is not detrimental. Only when 
a considerable degree of market power coexists with ver- 
tical integration is there any possible reason for concern. 

Three potential dangers have been observed in market 
integration. One lies in the possibility of denying to 
competitive producers the distributive channels for mar- 
keting their product.” Another consists of the possibility 
that the lower levels of the distributive trade will be mo- 
nopolized.” ‘The third danger is that vertical integra- 
tion may make entry of new concerns into the market 
more difficult.** None of these dangers has been regarded 
as adequate grounds for holding vertical integration to 
be a per se violation of the Sherman Act even when the 
concern involved possessed considerable market power.” 
There is a strong possibility that vertical integration may, 
in some instances, result in decreased cost to the consumer 
or in increased competition.” 


52 United States v. Swift & Co., 286 U.S. 106 (1932); United States v. 


Pullman Co., 50 F. Supp. 123 (E.D. Pa. 1943); United States v. Yellow Cab 
Co., 332 U.S. 218 (1947); United States v. Paramount Pictures, Inc., 334 
U.S. 131 (1948). Section 3 of the Clayton Act. 38 Srar. 731 (1914), 15 
U.S.C. § 14 (1946) is designed to prevent monopoly in its incipiency by pro- 
hibiting “indirect” integration in the form of exclusive dealing agreements and 
tie-in contracts when used so as to restrict distributive channels for competitors’ 
products. For a forceful statement of the view that oil companies have main- 
tained monopolistic conditions by integration of the distributive facilities of 
pipe lines, see Rostow, A Nationa Poticy For THE Or INpustry (1948) ; 
Rostow and Sachs, Entry Into the Oil Refining Business: Vertical Integration 
Re-examined, 61 Yate L. J. 856 (1952). 


53 United States v. New York Great A & P Tea Co., 173 F.2d 79 (7th 
Cir. 1949). A recent consent decree compels dissolution of one of the major 
components of A & P’s integrated structure. New York Times, Jan. 20, 1954, 
p. 1, col. 2. See Note, Chain Store Integration as Restraint of Trade Under 
the Sherman Act, 15 U. or Cut. L. Rev. 392 (1948); Compare: Adelman, 
The A & P Case: A Study in Applied Economic Theory, 63 Q. J. Econ. 
238 (1949). 

54 Hale, supra note 50 at 953. 


55 United States v. Columbia Steel, 334 U.S. 495, 525 (1948): “It seems 
clear . . . that vertical integration, as such without more, cannot be held 
violative of the Sherman Act.” The case, which involved productive integra- 
tion, rather than market integration, is noted in Note, The Columbia Steel 
Case: New Light on Old Antitrust Problems, 58 Yate L. J. 764 (1949). For 
the view that vertical integration should be illegal per se, see Berge, Problems 
of Enforcement and Interpretation of the Sherman Act, 38 Am. Econ. Rev. 
172, 176 (1948). 


56 Adelman, "on Competition and the Antitrust Laws, 61 Harv. L. Rev. 
1289, 1317 (1948 
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Since complete integration of several successive stages 
in either the production process or in the distribution 
process is not to be condemned as such, it is even more 
patent that partial integration is not harmful without 
more. Partial integration of the marketing process is 
not apt to create danger of excluding competitive produc- 
ers from the market so long as there are adequate num- 
bers of marketing channels remaining uncontrolled. 
Likewise, monopoly in the distributive trade is not threat- 
ened by integration involving only a small percentage of 
the total number of wholesale or retail outlets. Entry 
into the market of new concerns is not difficult in such 
instances, because there are adequate market outlets for 
the products of the new concern. 


(b) Extent of partial market integration 


It can hardly be doubted that a large number of 
manufacturers or distributors have become partially-in- 
tegrated in the marketing of their products. The volume 
of direct selling to consumers or to retailers is tremen- 
dous. Department of Commerce statistics show that 
thousands of manufacturing plants sell partially through 
their own wholesale outlets and partially through other 
channels.” Similarly, large numbers of plants sell par- 
tially through their own retail outlets and partially 
through other channels. Indeed, it seems as though sell- 
ing exclusively through the “regular” channels of distri- 
bution is almost becoming the exception rather than the 


57 See Depr. or ComMMERcE, INDUSTRIAL MARKET DATA HANDBOOK OF THE 
Unitep States (1939) tables 6 and 7, p. 828. In the opinion of Chairman 
Howrey in the Doubleday proceeding, footnote 9, the following 1939 Census of 
Business Statistics are cited: manufacturers in that year made 2.8% of their 
sales through their own retail outlets; liquor distillers with wholesale outlets 
made 13.1% of their sales through such outlets; perfume and cosmetic manu- 
facturers made 32.4% of their sales directly to independent retailers, an addi- 
tional 15.7% through manufacturer-owned wholesale outlets, and 7.2% of their 
sales to consumers at retail; drug and medicine manufacturers made 29.4% 
of their sales through their own wholesale branches and an additional 16.4% 
direct to retailers. Since drug, cosmetic and liquor are so universally fair- 
traded, the potential impact of the present proceedings is substantial. See 
also Engle, Development of Marketing Channels in the United States Since 
1920, in MARKETING CHANNELS FOR MANUFACTURED Propucts (Clewett ed. 
1954) 69 for an estimate of channels used in 1948. 
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rule. Sound business or economic reasons may jusify 
such methods of distribution.” 


(c) Economic effects of combining partial market inte- 
gration and fair-trade 


If fair-trade and partial market integration are to be 
permitted when existing separately, the question is perti- 
nent as to whether the combination of the two practices is 
detrimental to our economy. ‘The present litigation 
which seeks to divorce them is supposed to be “in the 


58 For an excellent new publication showing that the amount of partial inte- 
gration is tremendous, see MARKETING CHANNELS OF MANUFACTURED Prop- 
ucts (Clewett ed. 1954). As an indication of what the real effect on fair-trade 
pricing will be if the present theory is accepted, one chapter in this work 
shows that almost every manufacturer of well-known washing machines sells 
them through mixed channels. Cascino, Channels Used in Marketing Selected 
Manufactured Products: Washing Machines, 189, shows that as of December 
1952, Maytag sold 60% direct to dealers, 23% to independent distributors and 
17% through factory branches; General Electric sold 30% through independent 
distributors and 70% through factory branches; Westinghouse sold 25% 
through independent distributors and 75% through factory branches; Frigidaire 
sold 30% through independent distributors and 70% through factory branches; 
Bendix sold 96% through independent distributors and 4% through factory 
branches; Blackstone sold 10% direct to retailers and 90% through independent 
distributors; Easy sold 58% direct to dealers and 42% through independent 
distributors; Thor sold 97.5% through independent distributors and 2.5% 
through factory branches. A few other brands listed will not be given here. 

It is believed that most of these same manufacturers sell their other appli- 
ances in a similar manner. While no information is available on the extent 
to which mixed channels of this type are used in the same area, it is likely to 
be fairly substantial. Consider also that to some extent many independent 
wholesalers are in competition with the retailers they supply. Many whole- 
salers sell directly to large commercial users or, in the case of appliances, to 
building contractors, which are essentially retail sales. 

“Sometimes a manufacturer finds it profitable to sell through two different 
channels because of different market conditions. Proctor & Gamble have their 
own warehouses and sell direct to grocery stores in the metropolitan districts. 
Throughout the country territory served by the rural towns, wholesalers still 
distribute their products. This is true of many other firms. Again the nature 
of the product sometimes requires a variety of distributive channels. One of 
the great silverware manufacturers sells the large retailers direct. He sells the 
wholesalers who supply some 40,000 jewelers. Then again he sells the great 
hotels, dining cars, and steamships direct.” AGNEW, CoNNER AND DoreEMus, 
OUTLINES OF MARKETING (3d ed. 1950). See also Nystrom, Economics oF 
RETAILING 5 (3d ed. 1930). 


59 In addition to the reasons given in note 58, Duncan, Channels of Distribu- 
tion for Consumers’ Goods, in MARKETING BY MANUFACTURERS 195 (Phillips 
ed. 1951) gives the following reasons why manufacturers do some direct sell- 
ing to consumers: (1) to secure distribution under conditions that the man- 
ufacturer desires, as, for example, the control of prices; (2) to enable the man- 
ufacturer to “keep his fingers” on the pulse of the market; (3) to act as 
laboratories in which to test market reactions to certain products, etc.; (4) to 
act as “service stations” for the manufacturer’s products. 

A further reason for some direct sales may be that in many instances of 
large scale buying the local retailer or even wholesaler may not be able to 
handle the sale, because of limited capital, limited warehouse facilities, lack of 
personnel, or inability to service such large accounts. 
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public interest” but the majority interpretations as written 

contain no hint of an economic basis for the actions. 
Upon analysis, several possible economic theories 

might be broached for precluding the combination: 


(1) The combination tends to stimulate further inte- 
gration by the manufacturer. 


(2) The combination tends to injure independent dis- 
tributors who compete with the manufacturer’s retail or 
wholesale outlet. 


(3) The combination tends to create monopoly in the 
production of goods by making it difficult for competing 
producers to find outlets for their products. 

(4) The combination tends to aggravate the effects of 
fair-trade pricing in establishing a fixed price the con- 
sumer must pay. 


(5) Resale price maintenance is unwise and prohib- 


iting its use by partially-integrated manufacturers may 
cause important manufacturers to cease using it. 


As to (1) and (2) it appears most unlikely that the 
combination either stimulates further integration, or 
tends to injure independent dealer competition. On the 
contrary, there is respectable authority to the effect that 
resale price maintenance laws eliminate one of the strong- 
est incentives for integration” and tend to increase the 
number of independent retailers and wholesalers.” It 


60 One of the stronger motives for market integration is a desire to con- 
trol price. Duncan, op. cit. supra, note 59, at 195; GrerHEr, Prick CoNnTROL 
Unpver Fair TrapeE Lecistation, Ch. 10 (1939). “The reasons why manufac- 
turers have attempted to control distributive trades . . . are numerous. Fore- 
most has been the desire to divert the price pressure to which producers are 
exposed if cut-throat competition prevails among dealers.” Wolff, Monopolistic 
Competition In Distribution, 8 Law & Contemp. Pros. 303 (1940). United 
States v. General Electric Co., 272 U.S. 476 (1926) is illustrative of how the 
desire to achieve resale price maintenance prior to its legislative authorization 
was responsible for market integration. 

It must be conceded that there may be some counter-trend. A guaranteed 
price could make it more profitable for a manufacturer to maintain a retail 
or wholesale outlet. Moreover, chain stores and other mass distributors may 
be encouraged to integrate backward. 


61 GRETHER, Price Control UNpER Fair Trapbe Lecistation 270 (1939): 
“On the whole, the general influence of resale price control is toward luring 
more dealers into the line and for the diffusion rather than the concentration 
of outlets, because guaranteed margins act as powerful magnets to new enter- 
prises and price uniformity makes for broader spatial distribution of buying.” 
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is no doubt true that the opening of a new manufacturer 
retail store tends to injure independent retailers with 
whom it competes, but resale price maintenance probably 
has the effect of mitigating the injury because of assur- 
ance that the manufacturer’s retail store will not engage 
in price competition in the fair-traded products.” 

With respect to (3), the likelihood that the number of 
available distributive outlets is not decreased by permit- 
ting resale price maintenance by the partially-integrated 
concern, eliminates any basis for a belief that new pro- 
ducers will have greater difficulty in obtaining a market. 
It is quite reasonable to believe that resale price mainte- 
nance sometimes offsets integration by encouraging entry 
of new manufacturers into an industry. 

The answer to (4) is not easy. But it must be remem- 
bered that the very purpose of resale price maintenance is 
to establish horizontally a fixed price which the consumer 
must pay for the particular trade-marked article regard- 
less of where he purchases it. For this reason, the writer 
feels that approaching the legal problem from the stand- 
point of asking whether the agreements are “horizontal” 
or “vertical” in nature is unsound. Because the consumer 
often finds himself in an inflexible market where most of 
the substitute products are fair-traded, he can only de- 
mand more adequate servicing of the product. The 
manufacturer outlet which often performs this function 
more satisfactorily may serve to increase slightly the con- 
sumer’s meager alternatives. 

The fifth theory seems to be the most plausible expla- 


62 Resale price maintenance is perhaps most often resorted to by manu- 
facturers to keep retailers satisfied. “In some lines of trade, where the individ- 
ual manufacturer has faced strongly organized dealer group pressure, the 
extent of his freedom of choice as to whether he will place his brands under 
resale price maintenance has been extremely limited.” FTC, Report on Re- 
SALE Prick MAINTENANCE (1945). GRETHER, op. cit. supra, note 61 at 291: 
“Under recent conditions, therefore, the attitudes of wholesalers toward resale 
price control devices reflected the interests of the smaller dealers upon whom 
they depend. Thus wholesalers and small retailers typically join forces in the 
battle for measures for the control of price competition. Further, resale price 
control in retailing tends to decrease the amount of direct buying from manu- 
facturers on the part of retailers.” (Emphasis added.) 
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nation for the institution of the present proceedings. Both 
the Federal Trade Commission and the Department of 
Justice have long strenuously opposed resale price main- 
tenance.* ‘Their viewpoint that resale price maintenance 
is detrimental has been forcefully stated with much 
plausibility.“* There are, however, some major obstacles 
to the use of this theory for the purpose of invalidating 
fair-trade systems. One is that there is no guarantee that 
manufacturers will choose to abandon resale price main- 
tenance rather than partial integration. Another is that 
in many states the manufacturer is not the only one who 
may establish resale price maintenance.” ‘The greatest 
obstacle, however, is Congress. The ease and speed with 
which the McGuire Act was passed demonstrates the po- 
litical power of the supporters of Fair Trade. If, as 
appears the case, the Commission and Antitrust Division 
are attempting to use a literalistic interpretation of the 
McGuire Act to undermine Fair Trade, then they are 
subverting the policy adopted by Congress in the exercise 
of its power over economic affairs. 

Finally, an important point that was either overlooked 
or unstated in the Commission decisions is the effect this 
new interpretation will have on private litigation. If the 
Commission theory is correct, not only has a new defense 
been established for many fair-trade injunction suits, but 
also every manufacturer maintaining retail or wholesale 
outlets in competition with non-signing independent deal- 
ers who have been forced to adhere to fair-trade prices 
is liable in treble-damage suits for the period from 1938 


68 FTC, Report ON RESALE Price MAINTENANCE (1929) and the latest 
FTC, Report oN RESALE Prick MAINTENANCE (1945). Both groups opposed 
enactment of the Miller-Tydings Act and the McGuire Act. 

64 FTC, Report ON RESALE PRICE MAINTENANCE (1945). 

65 The “old” type Fair-Trade Act that is in effect in about 23 states does not 
restrict the establishment of fair-trade pricing to the manufacturer or brand- 
owner. The new type act does include this restriction. “In those States having 
laws which also omit this explicit limitation, the resale price maintenance con- 
tract has been used in attempts by cooperating groups of wholesalers, or of 
both wholesalers and retailers, to fix prices to be maintained for branded 
goods without the consent, and sometimes against the will, of manufacturers 
or producers who own the brands.” FTC, Report on RESALE Prick MAIN- 
TENANCE 259 (1945). 
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to date. The Commission and Antitrust Division may 
have led businessmen astray by their acquiescence, but 
the latter may bear the financial burdens of their errors. 


VIII 
CONCLUSION 


The new interpretation now being given to old stat- 
utory language comes rather late. It would require a 
large number of manufacturers to make major changes in 
their present method of marketing their products. Aside 
from the hardship that may result from reliance on past 
interpretation, it seems likely that the economic conse- 
quences of the present interpretation have not been 
weighed carefully. The majority opinion in the Eastman 
case relies on a literalistic reading of the statutory lan- 
guage when neither the legislative history nor the major- 
ity opinion suggest any economic reason why Congress 
might have intended to discriminate against partially-in- 
tegrated concerns in permitting resale price maintenance. 
A more reasonable interpretation of the statutory provi- 
sion suggested in the debate on the Miller-Tydings 
amendment would regard it as merely confirmatory of an 
intention to exclude agreements designed to curtail price 
competition between articles bearing different trade- 
marks. Chairman Howrey’s view, though it does not 
fully accord with this suggested interpretation, seems 
eminently sounder than the views of the other opinions 
and indicates an awareness of the economic effects of 
these proceedings. The majority Commission position 
in these cases undoubtedly will bring it further criticism 
and may result in amendatory legislation to permit inte- 


66 If the McGuire Act and Miller-Tydings Act have not authorized resale 
price maintenance agreements by partially-integrated manufacturers, then those 
that have had resale price maintenance agreements with competing dealers have 
violated the Sherman Act and are subject to civil actions for damages to any 
non-signing competing dealer who can establish actual damages. 38 Srar. 
731 (1914), 15 U.S.C. §15 (1946). The independent dealers who signed fair- 
trade agreements are also probably liable. Furthermore, criminal prosecution 
under the Sherman Act could be instituted, but it is unlikely that the Justice 
Department would undertake such action. 
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grated manufacturers to utilize resale price maintenance. 
If the Commission is to play its contemplated role of ex- 
pert adjudicator of economic matters, it owes a duty to 
the public to announce clearly the economic theories upon 
which its decisions in these and other proceedings are 
based. 





VENUE IN PATENT LITIGATION 
ARTHUR H. SEIDEL * 
I 
INTRODUCTION 


In perhaps no other branch of the law is the choice 
of forum of as much practical import as in patent litiga- 
tion where the validity of a patent is in question. 

Comprehensive statistical analyses of the disposition of 
patent cases in recent years by the various circuits’ have 
revealed striking contrasts in “hospitality” towards pat- 
ents. For example, between 1945 and 1949 the Fifth 
Circuit found the patent in suit to be valid in 77 per cent 
of its opinions. By contrast, the Second Circuit found 
the patent in suit to be valid in only 7 per cent of its 
opinions. 

Justice Frankfurter in Kerotest Mfg. Co. v. C-O-Two 
Fire Equipment Co.’ paid backhanded recognition to the 
aforesaid divergency: 


It was strongly pressed upon us that the result below may en- 
courage owners of weak patents to avoid real tests of their 
patent’s validity by successive suits against customers in forums 
inconvenient for the manufacturers, or selected because of greater 
hospitality to patents. (Emphasis added.) 


* Member of the bar of the District of Columbia; B.S., 1942, College of the 
City of New York; A.M. 1943, University of Michigan; J.D. 1949, The 
George Washington University; Patent Lawyer, Gulf Oil Corporation 1947-52; 
contributor to legal periodicals. 

1See Evans, Disposition of Patent Cases by the Courts, 24 J. Pat. OFF. 
Soc’y 19 (1942) and Lang and Thomas, Disposition of Patent Cases by Courts 
During the Period 1939 to 1949, 32 J. Pat. Orr. Soc’y 803 (1950). 

2 342 U.S. 180, 184 (1952). 

The complexities in the problem of forum non conveniens or what Justice 
Frankfurter has aptly termed “the race to the courthouse,” id. at 185, fall 
beyond the scope of this paper. With respect to multiple litigation, see cases 
cited at footnotes 3 and 4 of the Kerotest case. See also Crosley Corp. v. 
Hazeltine Corp., 122 F.2 925 (3d Cir. 1941), cert. denied 315 U.S. 813 (1942) ; 
International Nickel Co. Inc. v. Martin J. Barry Inc., 204 F.2d 583 (4th Cir. 
1953); Parker Rust Proof Co. v. Detrex Corp., 14 F.R.D. 173 (E.D. Mich. 
1953) ; Hartford National Bank and Trust Co. v. Henry L. Crowley, 100 
U.S.P.Q. 244, (D.N.J. 1954); Ronson Art Metal Works v. Brown and 
Bigelow, 105 F. Supp. 169 (S.D.N.Y. 1952), affirmed 199 F.2d 760 (2d Cir. 
1952); and Helene Curtis Industries Inc. v. Sales Affiliates Inc., 199 F.2d 732 
(2d Cir. 1952). 

[ 682 ] 
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Accordingly the weighing of venue considerations and 
selection of a forum in the trial of patent causes constitute 
a salient consideration. 


Il 


STATUTORY BASIS FOR VENUE IN PATENT 
INFRINGEMENT SUITS 


Section 1400(b) of Title 28 of the United States Code 
governs the choice of forum wherein patent-infringement 
suits are to be brought: 

Any civil action for patent infringement may be brought in the 
judicial district where the defendant resides, or where the de- 
fendant has committed acts of infringement and has a regular 
and established place of business.* 

Thus, before a patent-infringement suit can be main- 
tained in a district other than where the defendant re- 
sides, it must be shown that: 


(1) the defendant must have committed acts of 
infringement in such district, and 

(2) the defendant must have a regular and estab- 
lished place of business in such district.* 


While (1) and (2) are both prerequisites, they are not 
interdependent. ‘Thus, the alleged patent infringement 
need not be connected with the “regular and established 


place of business.” ° 


328 U.S.C. §1400(b) (Supp. 1952); this provision is based on repealed 
28 U.S.C. § 109 (1940), which read as follows: “In suits brought for the in- 
fringement of letters patent the district courts of the United States shall have 
jurisdiction, in law or in equity, in the district of which the defendant is an 
inhabitant, or in any district in which the defendant, whether a person, partner- 
ship, or corporation, shall have committed acts of infringement and have a 
regular and established place of business.” The changes between 28 U.S.C. § 109 
(1940) and 28 U.S.C. §1400(b) (Supp. 1952) have been viewed as “not of 
any great significance.” Fischer v. Karl, 84 F. Supp. 53, 54 (E.D.N.Y. 1949). 
See, however, discussion of corporate residence, infra. 

*“Infringement alone will not give jurisdiction, | a regular place of business 
alone will not give jurisdiction, both must occur.” Bowers v. Atlantic, G&P 
Co., 104 Fed. 887, 889 (C.C.S.D.N.Y. 1900 

5 Ferguson v. Ford Motor Co., 77 F. Supp. (S.D.N.Y. 1948). This separ- 
ability between elements (1) and (2) was succinctly stated by Judge Wein- 
berger in Marlatt v. Mergenthaler Linotype Co., 70 F. Supp. 426, 430 (S.D. 
Cal. 1947): “Proper venue requires that both these elements must exist, but 
they are separable, and the presence of one element does not, of necessity, 
connote the appearance of the other. The absence of either is fatal (Endrezze 
v. Dorr Co., 9 Cir., 97 F.2d 46; Phillips v. Baker, 9 Cir., 121 F.2d 752).” 


4 
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“Infringement” of a patent is defined in 35 U.S. § 271 
(1952) as follows: 


(a) Except as otherwise provided in this title, whoever with- 
out authority makes, uses or sells any patented invention, within 
the United States during the term of the patent therefor in- 
fringes the patent. 

(b) Whoever actively induces infringement of a patent shall be 
liable as an infringer. 

(c) Whoever sells a component of a patented machine, manu- 
facture, combination or composition, or a material or apparatus 
for use in practicing a patented process, constituting a material 
part of the invention, knowing the same to be especially made 
or especially adopted for use in an infringement of patent, and 
not a staple article or commodity of commerce suitable for sub- 
stantial noninfringing use, shall be liable as a contributory in- 
fringer.® 


Section 1400 is the “exclusive provision controlling 
venue in patent infringement proceedings.” * ‘The pur- 
pose of this statutory provision is both to protect an al- 
leged infringer from being brought into a foreign court* 


and to enlarge the opportunity to bring patent infringers 
into federal courts.” 


III 
“RESIDENT” OF THE DISTRICT 


The ascertainment of defendant’s residency” within 
28 U.S.C. § 1400 has occasioned little difficulty. Thus, 


6 For a comprehensive treatment of the background and scope of 35 U.S.C. 
§ 271 see Rich, Infringement Under Section 271 of the Patent Act of 1952, 
21 Geo. Wasu. L. Rev. 521 (1953). 

7 Stonite Products Co. v. Melvin Lloyd Co., 315 U.S. 561, 563 (1942) holding 
that former 28 U.S.C. § 109 (1940) is not qualified by former 28 U.S.C. § 113 
(1940) (now 28 U.S.C. § 1392 (Supp. 1952) ) which confers jurisdiction against 
defendants residing, or having property located, in different districts in the 
same state; Fischer v. Karl, 84 F. Supp. 53 (E.D.N.Y. 1949); Arkay Infant’s 
Wear v. Kline’s Inc., 85 F. Supp. 98 (W.D. Mo. 1949); see also: C-O-Two 
Fire Equipment Co. v. Barnes, 194 F.2d 410, 413 (7th Cir. 1952); American 
Chemical Paint Co. v. Dow Chemical Co., 161 F.2d 956 (6th Cir. 1947), re- 
hearing denied, 164 F.2d 208; Carbide & Carbon Chemicals Corp., v. U.S. In- 
dustrial Chemicals, 140 F.2d 47 (4th Cir. 1944); Ferguson v. Ford Motor Co., 
77 F. Supp. 425 (S.D.N.Y. 1948); Consolidated Water v. Kimberly-Clark 
Corp., 73 F. Supp. 936 (E.D. Wisc. 1947); American Blower Corp. v. B. F. 
Sturtevant Co., 61 F. Supp. 756 (S.D.N.Y. 1945); Farval Corp. v. Blaw- 
Knox Co., 60 F. Supp. 900 (N.D. Ohio 1945), prohibition granted sub nom. 
Blaw-Knox Co. v. Lederle, 151 F.2d 973 (6th Cir. 1945). 

8 American Chemical Paint Co. v. Dow Chemical Co., 161 F.2d 956 (6th 
Cir. 1947), rehearing denied 164 F.2d 208. 

® Industrial Research Corp. v. General Motors Corp., 29 F.2d 623 (N.D. 
Ohio 1928). 

10 Former section 28 U.S.C. § 109 (1940) used the word “inhabitant” instead 
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a corporation is an inhabitant only of its state of incor- 
poration,” an alien is not regarded as an inhabitant of any 
district and may be sued where found,” and an unincor- 
porated association is considered to reside where its prin- 
cipal place of business is located.** ‘The rules as to resi- 
dency applicable to the other venue provisions of Title 
28 apply to private individuals, partnerships, trusts, etc. 


IV 
DISMISSAL FOR WANT OF ACTS OF INFRINGEMENT 


As heretofore noted, where suit is brought in the dis- 
trict where the defendant resides, nothing beyond estab- 
lishing defendant’s residence is required. A showing of 
the commission of acts of infringement within the dis- 
trict is not necessary to establish venue. 

An interesting and apparently unexpected source of 
controversy has arisen in respect to corporate defendants 
due to the substitution of the terms “where the defendant 
resides” in 28 U.S.C. § 1400 (b) for “of which the de- 
fendant is an inhabitant” of former 28 U.S.C. § 109, and 
the elimination of the adjectival phrase, relating to the 
defendant, of “whether a person, partnership, or corpora- 
tion.” 

This change of language was regarded as of no great 
significance shortly after the adoption of 28 U.S.C. 
§ 1400(b).** The attention of the courts, however, was 


of “resides”; see note 3 supra. These two words were regarded by the re- 
viser as synonymous. 


11 Sperry Products v. Association of American Railroads, 132 F.2d 408 (2d 
Cir. 1942), certiorari denied, 319 U.S. 744 (1943) ; Hazeltine v. General Elec- 
tric, 19 F. Supp. 898 (D.C. Md. 1937) ; Potter v. Hook Scraper Co., 8 F. Supp. 
66 (S.D.N.Y. 1934). See, however, discussion of corporate residence in 
relation to 28 U.S.C. §1391(c), infra. 


12 United Shoe Machinery v. Duplessis Independent Shoe Machinery Co., 
133 Fed. 930 (C.C.D. Mass. 1904); Sandusky Foundry & Machine Co. v. 
DeLavaud, 251 Fed. 631 (N.D. Ohio, 1918). 


13 See Sperry Products v. Association of American Railroads, note 11, supra. 


14 See note 3, supra, and the Reviser’s Note for 28 U.S.C. § 1400(b) (Supp. 
1952) which states: “Words ‘inhabitant’ and ‘resident,’ as respects venue, are 
synonymous. . . . Words ‘whether a person, partnership, or corporation’ before 
‘has committed’ were omitted as surplusage.” 
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soon directed to 28 U.S.C. § 1391(c) which dealing with 
“Venue generally” states: 
A corporation may be sued in any judicial district in which it is 
incorporated or licensed to do business or is doing business, and 


such judicial district shall be regarded as the residence of such 
corporation for venue purposes. (Emphasis added.) 


Based on the italicized portion of 28 U.S.C. § 1391 (c) 
the argument was then made that an allegation of in- 
fringement with respect to a non-resident corporate de- 
fendant “doing business” within the district was not nec- 
essary to secure venue. This view was adopted by a num- 
ber of courts,” largely by analogy to Supreme Court cases 
dealing with the interpretation of statutes other than 
those governing patent infringement cases. 

The contrary view that 28 U.S.C. § 1391(c) has no 
application to § 1400(b) was, however, adopted by the 
majority of courts passing on the question.** In view of 
the Supreme Court’s per curiam decision in Cardox Corp. 
v. C-O-Two Fire Equipment Co.," Judge Edelstein re- 
gards “it as settled . . . that Section 1391(c) of Title 28 
U. S. Code, has no application to Section 1400(b).” * The 
majority view would appear to conform to the established 
doctrine of setting off the patent venue provision as the 
“exclusive provision controlling venue,” although run- 
ning contra to the avowed purpose of providing enlarged 
venue in patent cases. 


15 Dalton v. Shakespeare Co., 196 F.2d 469 (Sth Cir. 1952); Farr v. Gratiot, 
92 F. Supp. 320 (S.D. Cal. 1950); and Radio Corp. v. Paramount (not re- 
ported) (S.D. Cal.). 

16 C-O-Two Fire Equipment Co. v. Barnes, 194 F.2d 410 (7th Cir. 1952), 
affirmed per curiam by an equally divided court sub nom. Cardox Corp. v. 
C-O-Two Fire Equipment Co., 344 U.S. 861 (1952); Gulf Research & De- 
velopment yv. Schlumberger Well Surveying Corp., 92 F. Supp. 16 (S.D. Cal. 
1950); Aetna Ball & Roller Bearing Co. v. Federal Bearing Co., (not re- 
ported) (N.D. Ill.); and Nachtman v. Jones & Laughlin Steel Corp., 90 F. 
Supp. 739 (D.D.C. 1950). 

17 See note 16, supra. 


18 Transmirra Products Corp. v. Magnavox Co., 110 F. Supp. 676, 678 
(S.D.N.Y. 1953). For a comprehensive review of the conflict between 28 
U.S.C. 1391(c) and 28 U.S.C. 1400(b) see Kenny, A New Look at Venue in 
Patent Infringement Suits, 21 Geo. Wasu. L. Rev. 610 (1953). 

19 See note 7, supra. 
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(a) Acts of Infringement 


As the fact of infringement must ordinarily be decided 
by the court at the trial, motions raising lack of venue 
are most often based on grounds other than the non-in- 
fringement within the district. 

Determination of what constitutes an act of infringe- 
ment, or its locus, does, however, often give rise to inter- 
esting problems, once the facts relating to the infringe- 
ment have been established or conceded. An example 
of a difficult determination as to what constitutes “acts of 
infringement” was presented in Krytak v. Owens Bottle 
Co.” where the defendant was charged with infringing 
a process patent for the manufacture of bottles. It was 
conceded that the defendant was selling bottles made by 
the process patent within the district, and that these bot- 
tles were made by the process of the patent in other 
states. The court sustained defendant’s motion to quash 
the service of process and to dismiss the bill on the ground 
that the sale of a product of a patented process within a 
district was not infringement within the district. More- 
over, since W. S. Tyler Co. v. Ludlow-Saylor Wire Co.,” 
it is well established that delivery of infringing goods to 
a common carrier outside a district for shipment to a 
customer within the district does not constitute an act 
of infringement within the district, so that “the ultimate 
distribution of a manufacturer’s products within the dis- 
trict does not necessarily result in an act of infringe- 
ment.” ” 

Where infringement is clear, but is defended as incon- 
sequential or extraordinary, the courts have refused to 
dismiss the complaint. Thus, in Philad Co. v. National 
Mineral Co.,” two sales of parts of a machine from de- 


20 25 F.2d 358 (N.D. Ill. 1928). 

21 236 U.S. 723, 725 (1915). 

22 Ferguson v. Ford Motor Co., 77 F. Supp. 425, 436 (S.D.N.Y. 1948). 
See also Bulldog Electric Products Co. v. Cole Electric Products Co., 134 F.2d 
545 (2d Cir. 1943). 

2314 F. Supp. 625 (S.D.N.Y. 1936). 
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fendant’s “service department” were held to constitute 
“acts of infringement.” In American Sales Book Co. 
v. Atlantic Register Co.,* only a single sale of the infring- 
ing business form within the district was proven, and de- 
fendant argued that its sales within the district “were 
infrequent and out of due course” and “to accommodate a 
customer who is in need of sales slips and who cannot wait 
to have them printed.” The Court, per Judge Patterson, 
rejected the foregoing defense: 


The fact that these sales were infrequent and out of due course 
does not make them any the less infringements. Chadeloid 
Chemical Co. v. Chicago Wood Finishing Co., 180 F. 770 
(C.C.N.Y.). There is then proof of acts of alleged infringe- 
ments within the district.”® 

The joint production of a single machine by several 
codefendants, each of whom manufactured but a part of 
it, was held to constitute “acts of infringement” when the 
defendants were sued jointly in Edison v. Allis Chalmers 
Co.” 

In Latini v. R. M. Dubin Corp.,” an executory con- 
tract for the future delivery of an alleged infringing ma- 
chine, was held to constitute an act of infringement solely 
by virtue of defendant’s acceptance of the contract within 
the district. The defendant had maintained a booth at 
an exposition in Chicago wherein it displayed the alleged 
infringing machine. Defendant’s president accepted an 
order for the machine but never delivered it. Notwith- 
standing the non-delivery and the non-cash nature of the 
transaction, the Court found that “the act of infringe- 
ment” was completed upon acceptance of the order be- 
cause “an executory contract, capable of performance, 
then and there came into existence.” 

The threat of infringement, no matter how imminent, 
does not constitute an act of infringement. In Colgate & 


2414 F. Supp. 623 (S.D.N.Y. 1934). 

25 Id. at 624. 

26191 Fed. 837 (C.C.W.D.N.Y. 1911). 
2790 F. Supp. 212 (N.D. Ill. 1950). 
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Co. v. Proctor & Gamble Mfg. Co.” the defendant at the 
time of suit had a $150,000 plant under construction in 
which it intended to infringe plaintiff’s process patent. 
Its superintendent admitted that this plant would be 
ready for production within three or four weeks. Fur- 
thermore, the defendant already had on hand some 
30,000 printed cartons and wrappers for goods to be made 
by the plaintiff's process. In dismissing the complaint 
for lack of jurisdiction the court, per Judge Inch, distin- 
guished between a threat and an act: 
Congress could readily have stated that a “threat” or “act” of 
infringement would be sufficient. There is a difference between 
the two. A “threat” is but “an expressed intention to work an 
injury. . . .” When the commission of an act of infringement is 
essential to jurisdiction, the completed act must be proved. 
There must be proof either of a manufacture, use, or a sale 
within the district. Contracts to manufacture, threats to use, 
negotiations for a sale, will not be sufficient, for the reason that 
the statute requires proof of the completed act.” Westinghouse 
Electric Co. v. Stanley Electric Co. (C.C.) 116 F.641. (Italics 
mine. )*° 
Mere solicitation of sales which were forwarded to a 
home office outside of the district for acceptance or rejec- 
tion has likewise been held not to constitute an act of in- 
fringement within the district.® 


(b) “In the Judicial District” 


Consideration of the requirement that the acts of in- 
fringement must occur within the judicial district is 
most often encountered in connection with infringements 
constituting a sale, since the situs of manufacture or use 
can normally be readily ascertained.” 


28 25 F.2d 160 (E.D.N.Y. 1928). 

29 Td. at 163, 164. 

30 Westinghouse Electric & Mfg. Co. v. Stanley Electric Mfg. Co., 116 Fed. 
641 (C.C.S.D.N.Y. 1902); United Autographic Register Co. v. Egry Register 
Co., 219 Fed. 637 (N.D. Ill. 1915); W. S. Tyler Co. v. Ludlow-Saylor Wire 
Co., note 21, supra. See also discussion of “in the judicial district” and “place 
of business,” infra. 

31 For exceptional cases where difficult to determine situs of use of manu- 
facture, see Hazeltine Corp. v. Yellow Taxi Corp., 6 F. Supp. 813 (E.D.N.Y. 
1934) where defendant’s cabs operating in district were provided with an in- 
fringing radio that had been installed and was serviced outside the district; 
and Rumford Chemical Works v. Egg Baking Powder Co., 145 Fed. 953 
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The rule followed is that the place of consummation of 
the sale, determined by the principles of contracts and 
of agency, is controlling. If the sale is consummated in 
the district, the act of infringement is taken as occurring 
in the district ;—if consummation is effected outside of the 
district, then the mere solicitation of sales within the dis- 
trict was not an act of infringement.” 

The classic case on this point is W.S. Tyler v. Ludlow- 
Saylor Wire Co.* Defendant employed a part-time 
sales representative in New York on salary and commis- 
sion. ‘This representative received and forwarded to 
defendant an order for infringing goods, which defendant 
accepted. Defendant subsequently manufactured such 
goods and shipped them to New York by common car- 
rier. The court held, as heretofore noted, that there 
was no infringement in New York. 

The above simple fact situation involving an agent 
and in which infringement is not found may be compli- 
cated by the addition of any one of the following ele- 
ments: 


(a) the defendant manufacturer instead of ship- 
ping the goods to the district where the goods were 
ordered, accepts the order outside of the district, but 
has a third party or a subsidiary manufacturer de- 
liver the goods to the district,” 


(b) after the sale, defendant services the goods 
within the district, “keeping them in good repair,” * 
(c) the agent while normally acting as sales outlet 


(C.C.S.D.N.Y. 1906) where defendant, a non-resident corporation, sold goods 
in Philadelphia bearing label “Manufactured by Egg Baking Powder Company, 
New York,” and no other evidence of infringement within district was intro- 
duced. Former case, act of infringement in district found; latter case, com- 
plaint dismissed. 

32 See note 30, supra. 

83 236 U.S. 723 (1915). 


84 Bulldog Electric Prod. Co. v. Cole Electric Prod. Co., 134 F.2d 545 (2d 
Cir. 1943). 


35 Remington Rand Business Service, Inc. vy. Acme Card System Co., 71 F.2d 
628 (4th Cir. 1934), 
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occasionally indulges in direct but inconsequential 
sales, without the prior approval of the home office,” 

(d) the agent has general authority to accept, offer 
and complete a contract for sale and does so.” 


In each of the instances given above the case falls out- 
side the W.S. Tyler rule, and defendant has committed an 
act of infringement within the district. 


V 


REGULAR AND ESTABLISHED PLACE OF BUSINESS WITHIN 
THE DISTRICT 


By far the most frequent source of controversy in dis- 
putes as to venue is centered about the requirement that 
a non-resident defendant have “‘a regular and established 
place of business” within the district. “Doing business” 
in a district is “not of itself sufficient to confer jurisdic- 
tion.” * “A regular and established place of business” 


as contemplated by the statute has been variously defined 
as meaning: 


. a permanent office coupled with substantial business ac- 


tivity.*° 


. merely securing orders and forwarding them to the home 
office of the non-resident corporation.* 


In the case of Winterbottom v. Casey, D.C. Mich., 283 F. 518, 
521, we find “a regular place of business” is, obviously, a place 
where such business is carried on “regularly,” and not merely 
temporarily. The Standard Fruit Company’s establishment was 
just a location for a “particular transaction”; the necessary ele- 
ment of permanency is lacking.** 


. of such nature and character as to warrant the inference 
that the corporation has subjected itself to the local jurisdiction.*? 


36 Patent Royalties Corp. v. Land O’Lakes Creameries, 11 F. Supp. 103 
(E.D.N.Y. 1935); see also Philad Co. v. National Mineral Co., 14 F. Supp. 
625 (S.D.N.Y. 1936) and American Sales Book Co. v. Atlantic Register Co., 
14 F. Supp. 623 (S.D.N.Y. 1934). 

37 Chicago Pneumatic Tool Co. v. Philadelphia Pneumatic Tool Co., 118 
Fed. 852 (S.D.N.Y. 1902). 

38 Phillips v. Baker, 121 F.2d 752, 755 (9th Cir. 1941). 

39 Urquhart v. American-La France Foamite Corp., 144 F.2d 542, 543 (D.C. 
Cir. 1944), certiorari denied, 323 U.S. 783 (1944). 

40 Shelton v. Schwartz, 131 F.2d 805, 808 (7th Cir. 1942). 

41 Phillips v. Baker, 121 F.2d 752, 756 (9th Cir. 1941). 

42 California Stucco Products v. National Gypsum Co., 33 F. Supp. 61 (D. 
Mass. 1940). 
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In view of the conflict between those courts “unwilling 
to constrict the definition of ‘regular and established place 
of business’” “ and those taking a rigorous view of the 


phrase, an examination of the indicia which have been 
held to constitute a regular and established place of busi- 
ness within 28 U.S.C. § 1400(b) is perhaps the sole meth- 
od of securing an insight into its meaning. 


(a) Regional Sales Office of Defendant 


Where a sales representative is employed on a more or 
less part-time basis, with someone other than the defend- 
ant paying his office rent and ancillary expenses, then the 
holding in W. S. Tyler v. Ludlow-Sayre Wire Co., dis- 
cussed supra, is applicable, and defendant is not consid- 
ered as having a regular and established place of business; 
within the district.“ 

On the other hand where the defendant’s sales office 
employs one or more full time salesmen, and the defend- 
ant pays the rent for the sales office, and secures its listing 
under the defendant’s name in the local telephone direc- 
tory and on the index of tenants in the building in which 
the sales office is located, all of which acts are continued 
for a period of time, the requirement has been held to 
be satisfied.” This, however, is the minimal requirement 
for compliance with the Act, and within a number of jur- 
isdictions, most notably the Ninth Circuit, does not con- 
stitute compliance with the Act (see cases cited in note 45 
after Contra.) 


43 Federal Electric Products v. Frank Adam Electric Co., 100 F. Supp. 8 
(S.D.N.Y. 1951). 


44 Although the definition in Shelton v. Schwartz, quoted supra in text at 
note 40, would apparently lead to a contrary holding. 


45 Shelton v. Schwartz, supra, note 40; Urquhart v. American-La France 
Foamite Corp., supra, note 39; Egry Register Co. v. Atlantic Register Co., 
38 F. Supp. 590 (W.D.N.Y. 1939). Contra: Endrezze v. Dorr Co., 97 F.2d 
46 (9th Cir. 1938); Wilson v. McKinney Mfg. Co., 59 F.2d 332 (9th Cir. 
1932) ; Elevator Supplies Co. Inc. v. Wagner Mfg. Co., 54 F.2d 937 (S.D.N.Y. 
1931) ; Root v. Samuel Cupples Envelope Co., 36 F.2d 405 (S.D.N.Y. 1929) ; 
California Stucco Products v. National Gypsum, supra, note 42; Haight v. 
Viking Pump Co. of Delaware, 29 F. Supp. 575 (E.D. Wisc. 1939). 
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(b) Regional Sales Office Coupled with Service Office 


Where in addition to salesmen, defendant also offers 
services within the district, such as repair services, engin- 
eering information, efc., he is clearly within the statute 
even where the quantity of sales is limited.“* Apparently 
the presence of service personnel, namely machinists, 
even satisfied a Ninth Circuit court.“ 

The location of a corporate executive’s office, such as a 
Vice President in charge of sales, together with a sales 
office and salesmen within a district, constitutes a regular 
and established place of business within the district.“ 
However, the absence of a fixed place of business, not- 
withstanding both sales and servicing by the defendant 
within a single district was held by the Ninth Circuit 
Court of Appeals to fall without the statute.” Where in 
addition to a sales force, defendant stockpiled items in its 
office and used such office as a “reshipment center” the 
case was held to fall within the statute. A defendant 
corporation selling through “dealerships,” such as the 
conventional automobile agency arrangement, where the 
dealer is given an exclusive territory, is required to sell 
at predetermined prices, and must stock repair parts and 
perform services, is not within the statute when the dealer 
pays for the cars on shipment and assumes title to them.” 


(c) Field Office from which Defendant Conducts In- 


fringement 


A temporary field office, such as that used by a con- 
struction firm, which may be equipped with electric 


46 Remington Rand Business Service v. Acme Card System Co., supra, 
note 35; Philad Co. v. National Mineral Co., 14 F. Supp. 625 (S.D.N.Y. 
1936); Transmirra Products Corp. v. Magnavox Co. 110 F. Supp. 676 
(S.D.N.Y. 1953). 

47 Marlatt v. Mergenthaler Linotype Co., 70 F. Supp. 426 (S.D. Cal. 1947). 

Ronson Art Metal Works v. Brown & Bigelow, 104 F. Supp. 716 (S.D.N.Y. 
1952). 

49 Phillips v. Baker, 121 F.2d 752 (9th Cir. 1941). 

50 Federal Electric Products Co. v. Frank Adam Electric Co., 100 F. Supp. 
8 (S.D.N.Y. 1951). 

51 Rosenbluth v. Hudson Motor Car Co., 265 Fed. 680 (E.D. Pa. 1920); see 
also Zimmers v. Dodge Brothers, 21 F.2d 152 (N.D. Ill. 1927). 
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lights and a telephone, and which is maintained for the 
defendant’s bookkeeper, timekeeper, clerks, etc. is not a 
regular and established place of business within the stat- 
ute.” This holding was justified on the grounds that: 

. + +» a corporation or other person should have its books of 

account and other records, as well as its officers and agents, 

readily available for use at the trial of such a case.** 
Fortunately this reasoning has not been extended, al- 
though the length to which some defendant’s advocates 
have gone is illustrated in McKinnon Chain Co. v. Amer- 
ican Chain Co.™ wherein defendant argued that its man- 
ufacturing plant, employing some 3,000 men, located 
within the district was not a “regular and established 
place of business” because its supervisory offices were lo- 
cated without the district. Needless to say, this position 
was not sustained. 

It is to be noted that in the “taxicab radio” case referred 
to, supra,” the defendant’s garage in which its cabs were 
housed was held to constitute its “regular and established 
place of business.” 


(d) Corporate Subsidiary Transacting Business 


A difficult problem arises when a foreign corporation 
transacts business in a district through a wholly-owned or 
completely-dominated corporate subsidiary organized for 
purposes having nothing to do with the infringement. 
Thus, the parent may be a holding company, having one 
subsidiary for marketing, and another for production; or 
the subsidiary may not act as the parent’s agent and may 
maintain a strict business relationship therewith; with 
the extremes being a situation where the subsidiary has 
virtually no independent existence (no separate books, 
bank accounts, assets, efc. and its officers and employees 
are paid directly by the parent) and a situation where 


52 pera “yaa v. Casey, 283 Fed. 518 (E.D. Mich. 1922). 

53 Jd. at 521. 

54259 Fed. 873, 874 (M.D. Pa. 1919) affirmed 268 Fed. 353 (3d Cir. 1920). 

55 Hazeltine Corp. v. Yellow Taxi Corp., 6 F. Supp. 813 (E.D.N.Y. 1934) ; 
see note 31, supra. 
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the subsidiary has all the ear-marks of a regularly-con- 
ducted corporate business. 

The rule of the Cannon case governs cases under 28 
U.S.C. § 1400(b). While not a patent case, the Cannon 
case established the rule of law relating to completely 
dominated corporate subsidiaries, namely that: 

Congress has not provided that a corporation of one state shall 
be amenable to suit in the Federal Court for another state in 
which the plaintiff resides, whenever it employs a subsidiary cor- 
poration as the instrumentality for doing business therein. . . . 
jae corporate separation, though perhaps merely formal, was 
real. 

This general rule of not piercing the corporate veil in 
parent-subsidiary cases is distinguished where, in addi- 
tion to stock ownership in the subsidiary, the parent cor- 
poration actively controls the subsidiary, and employs it 
as its instrumentality. In making this determination the 
courts will readily distinguish between: 

. a method in accordance with which a thing is planned to 

be done and the way in which it is actually done.*” 

Thus, where defendant established a corporate entity 
with the plan of having it operate independently, but sub- 
sequently deviated from that plan, and “itself in fact 
maintained the office or place of business” * the Cannon 
case is distinguished, as it is when the subsidiary is organ- 
ized and controlled so as to be a mere instrumentality of 
the parent.” 


(e) Compliance with Local Statutory Requirements 
Regulating Business 


Where the defendant complied with local statutes 
within the district regulating business, but did not in fact 


56 Cannon Manufacturing Co. v. Cudahy Packing Co., 267 U.S. 333 (1925) ; 
see annotation, 18 A.L.R.2d 187, 194. 

57 Gray v. Eastman Kodak Co., 53 F.2d 864, 865 (E.D. Pa. 1930); see also 
U. S. Grain Corp. v. Phillips, 261 U.S. 106 (1923). 

58 Gray v. Eastman Kodak, note 57, supra. 

59 American Chain Co. v. Stewart-Warner Speedometer Corp., 56 F.2d 614, 
615 (S.D.N.Y. 1929); Industrial Research Corp. v. General Motors Corp., 
29 F.2d 623 (N.D. Ohio 1928); Mas v. Orange-Crush Co., 99 F.2d 675, 677 
(4th Cir. 1938); United Chromium v. General Motors Corp., 11 F. Supp. 
694, 695 (D. Conn. 1935). 
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transact any business in the district, he is not within 28 
U.S.C. § 1400(b). In Fruit Industries v. Metro Glass 
Bottle Co.” the defendant complied with a New Jersey 
Statute authorizing appointment of an agent for the ac- 
ceptance of process, and had registered to do business in 
that state. The Court in holding that defendant had no 
established place of business in New Jersey stated: 
It is easy to conceive that a foreign corporation might fulfill 
these New Jersey requirements without thereafter accomplishing 
a single business act. These three defendants had no regular and 
established place of business in the district of New Jersey within 
the meaning of the federal statute so as to entitle plaintiff to sue 
them under the patent law.* 

Similarly, in Endrezze v. Dorr,” an argument that 
since defendant had registered with the California State 
Board of Equalization as a retail dealer under the pro- 
visions of the California Use Tax Act and was thereby 
liable to the state for use taxes, it was within the 28 U.S.C. 
§ 109 (1940), was disposed of by the court as having “no 
perceivable relevancy.” 

A distantly related case is Durabilt Steel Locker Co. 
v. Berger Mfg. Co. in which the defendant in a patent 
infringement suit counterclaimed charging plaintiff with 
infringing one of its patents. The two causes of action 
being held “independent and unconnected,” defendant as- 
serted that plaintiff's bringing of suit in the district con- 
stituted “doing business” within 28 U.S.C. § 109 (1940). 
This argument was disposed of by the Court: “Engaging 
in litigation in a district is not doing business there, with- 
in this section.” “ 

VI 
CONCLUSION 


The provisions of 28 U.S.C. § 1400(b) exclusively 


govern the choice of forum in patent infringement suits 


60 18 F. Supp. 489 (D.N.J. 1937). 
61 Jd. at 492. 

6297 F.2d 46 (9th Cir. 1938). 

63 21 F.2d 139 (N.D. Ohio 1927). 


84 [bid. 
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and require either a resident defendant, or the commis- 
sion of acts of infringement in the district by a defendant 
having a regular and established place of business in the 
district. As the choice of forum in patent litigation is a 
factor of prime importance, the fringe areas of 28 U.S.C. 
§ 1400(b) have been extensively litigated, and the metes 
and bounds of the statute are well-demarcated. 

The main source of difficulty with the statute lies in the 
terminology “regular and established place of business.” 
The broadening of this terminology in the case of cor- 
porations so as to parallel 28 U.S.C. § 1391 (c)® and in- 
clude the terminology “is incorporated, or licensed to do 
business, or is doing business” would eliminate most of 
the difficulty, if a broadened basis for suit against cor- 
porate defendants is deemed desirable in patent cases. 
In view of the federal nature of patent cases, there would 
appear to be no justification for having the venue pro- 
visions for patent suits broader than other civil actions 
(e.g. no requirements as to diversity of citizenship, and 
statutory amount), yet narrower in the case of corpora- 
tions; except that the nature of the evidence interposed 
in patent cases is such as to greatly handicap a distantly- 
situated non-resident corporate defendant. 

By and large the interpretation of the venue Section 
has been liberal. Thus, the rule of the W. S. Tyler case 
as to sales through an agent, shipment by common carrier, 
and “regular and established place of business” has not 
been unduly extended. Indeed, it would appear that a 
liberal interpretation of venue is one of the few trumps 
remaining in the hand of a patentee litigant. Practical 
use of this trump to channel patent litigation to “hos- 
pitable” forums should not be overlooked. 


65 Quoted in entirety, supra. 
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EDITORIAL NOTES 


THE USE OF AN APPLICANT’S DISCLOSURE OF 
EQUIVALENCY IN REFUSING PATENT PROTECTION 


I 
INTRODUCTION 


It is a well established principle of patent law that a person is not 
entitled to patent protection on the mere substitution of an old or 
obvious equivalent? in a known process, machine, article of manu- 
facture, or composition of matter.2 The underlying basis of this 
principle is that such a substitution obviously lacks invention; or 
stated alternatively, it is merely a result capable of being developed 
by anyone skilled in the particular art. A different problem arises, 
however, if an applicant invents or discovers both a new substitute 
and a new equivalency between his invention and a species of the 
prior art. In this latter situation, where there is an absence of a 
previously known or obvious equivalency, it cannot be said that the 
development of this new substitute is mere skill of the art. Further- 
more, a rejection of the applicant’s claims based on his newly dis- 
covered equivalency would be no more than the imposition of a 
penalty for setting forth a complete disclosure of the invention. Des- 
pite this fact, there exists a difference of opinion as to the propriety 
of this ground of rejection, and many cases have been cited both in 
support of and against such a rejection.® 

The most recent court decision touching upon this controversy 
is In re Borcherdt et al,* which the proponents of this ground of 
rejection feel is such a strong precedent for the validity of their doc- 
trine that a rejection based on an applicant’s disclosure of equival- 
ency is currently becoming known in patent examining procedure 
as the Borcherdt doctrine. 

The simultaneous invention of a new species together with a wide 
range of new equivalents occurs very frequently in the chemical field 
performs that function in substantially the same manner, as the thing of which 
it is alleged to be an equivalent.” WALKER on Patents, § 924 (5th ed. 1917). 

2 American Fruit Growers, Inc. v. Brogdex Co., 283 U.S. 1, (1931) ; Hotch- 
kiss y. Greenwood, 11 How. 248 (U.S. 1850); Coates v. Boker, 119 Fed. 358 
(2d Cir. 1902); The J. R. Clarke Co. v. Murray Metal Products Co., 99 
U.S.P.Q. 209 (S.D. Texas 1953); Perry v. Co-Operative Foundry Co., 12 
Fed. 436 (C.C.N.D.N.Y. 1882); Ex parte Tabb, 1926 C.D. 107 (Comm’r of 
Patents 1925) ; WALKER ON PaTENTs, § 40 (Deller’s ed. 1937). 

331 J. Par. Orr. Soc’y 898 (1949); 32 J. Par. Orr. Soc’y 257 (1950). 


439 C.C.P.A. (Patents) 1045, 197 F.2d 550, 94 U.S.P.Q. 175 (1952). The 
facts of this case are discussed in a subsequent part of this note. 


5 [ 699 ] 
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and those fields which are closely allied to it. Therefore, it is in 
these fields of patent prosecution that the doctrine of In re Borcherdt 
presents the greatest dilemma, since the invention of more than one 
equivalent makes it essential that these equivalents be disclosed and 
claimed if the invention is to be properly protected. On the other 
hand, if the Borcherdt doctrine is considered established law, the ap- 
plicant runs the risk of losing all his rights to a patent if any one 
of these species is known in the prior art. 

To illustrate further the dilemma of the Borcherdt doctrine and 
the results which follow its application, the following two examples 
are presented. In the first example, assume that Inventor A believes 
he has discovered two new and patentably distinct additives, X and 
Y, as power improvers for gasoline, and that he duly files a patent 
application in which he is the first to disclose X and Y as equivalents. 
During the course of the prosecution of this application in the Patent 
Office, the examiner is unable to find an anticipation of Y ; however, 
he does find that additive X is an old power improver for gasoline.® 
Under the doctrine that an applicant’s disclosure of equivalency is 
sufficient to reject his claims, Inventor A would be refused a patent 
not only on additive X but also on additive Y. However, if Inventor 
A had filed a separate application for additive X and another appli- 
cation for additive Y, without mentioning any equivalency between 
X and Y, he would have been issued a patent on additive Y. 

In the second situation, which is somewhat analagous to the first, 
Inventor A finds, on January 1, 1953, that X and Y are power im- 
provers for gasoline, and he duly files a patent application for his 
invention disclosing X and Y as equivalents. As in the preceding 
situation, Y becomes the elected species for prosecution,® and the 
examiner uncovers the fact that X is already known for the purpose 
claimed. However, there is a further complication in that on June 
1, 1953, while A’s application is still pending before the Patent Office, 
Inventor B believes he has discovered Y as a power improver, and 
he duly files a patent application oblivious of any equivalency between 
X and Y. Under the Borcherdt doctrine the following events would 
normally transpire: A’s showing of equivalency would preclude him 
from obtaining patent protection on Y since X was already known; 
while B would receive a patent on this invention which rightly be- 


5 Under the facts set forth, no generic claim would be allowable and the 
applicant would be required to elect either X or Y as the species to be prose- 
cuted before the Patent Office. Rule 141 of the Rutes of PRACTICE oF THE 
Unirep Stares Patent Orrice (1953). It is assumed that the applicant is 
prosecuting the claims to additive Y. 


6 See note 5, supra. 
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longs to A.’ Furthermore, B receives patent protection by disclosing 
to the public less than what A was willing to disclose if his applica- 
tion was allowed. 

The above fact situations are illustrative of the rejection under 
discussion and of the harsh results which follow it. As the follow- 
ing analysis of the case law will show, however, it is not at all evident 
that such a rejection is improper. 


II 
Tue Case Law 


Those who contend that it is improper and inequitable to use an 
applicant’s disclosure of equivalency to reject his claims have cited a 
number of cases to support their view.* It is beyond the limits of 
available space to include an analysis of each of these cases. How- 
ever, a brief discussion of Ex parte Shelton and Ex parte Fein et al 
is sufficient to point out that the Patent Office Board of Appeals has 
been squarely faced with the problem under discussion and that it 
has flatly refused to rely on the applicant’s teaching of equivalency 
when the same was not obvious or suggested by the prior art. 

In the Shelton case the appealed claims were drawn to a new 
chemical compound, levo-l-phenyl 2 methylethylamino propan-1-ol, 
and to the method of producing the same. The application, when 
originally filed, disclosed as an equivalent a racemic material which 
was found in the prior art. The examiner felt that starting with 
this compound there would be no invention involved in producing 
the claimed compound since the methods of producing similar ma- 
terials were well known in the art. It was obvious that the examiner 
would not have raised such a ground of rejection had not the appli- 
cant’s specification disclosed the racemic material as an equivalent. 
In reversing the examiner on the compound claims, the Board stated : 


We do not feel that a case of an applicant should be rejected 
on his own showing of equivalency. It is only where the equiva- 
lency of certain materials is known to the prior art that the sub- 
stitution of one for another is not invention.® 


7 The equity of the situation would seem to require that the Borcherdt doc- 
trine be ignored in order to put the applicants in interference. However, a 
strict following of the Borcherdt doctrine in conjunction with the application 
of Rule 201 b of the Rutes or Practice of THE UNITED STaTES PaTENT OF- 
FicE (1953) would require a contrary result. 

8In re Murray, 25 C.C.P.A. (Patents) 1014, 95 F.2d 336, 37 U.S.P.Q. 280 
(1938) ; Ex parte Clifford, 83 U.S.P.Q. 475 (Pat. Off. Bd. of Appeals 1948) ; 
Ex parte Manor, 71 U.S.P.Q. 271 (Pat. Off. Bd. of Appeals 1945); Ex parte 
Scrutchfield, 66 U.S.P.Q. 368 (Pat. Off. Bd. of Appeals 1944); Ex parte Fein, 
81 U.S.P.Q. 73 (Pat. Off. Bd. of Appeals 1948) ; Ex parte Shelton, 49 U.S.P.Q. 
36 (Pat. Off. Bd. of Appeals 1940). 

949 U.S.P.Q. 36, 37. 
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The case of Ex parte Fein et al is another instance where the 
Patent Office Board of Appeals refused to rely on the applicant’s 
disclosure to connect his claims to an equivalent material of the 
prior art. The applicants were claiming a process for removing 
colored substances from an alkyl acrylic acid ester fraction by wash- 
ing with an alkali metal or alkaline earth metal hydroxide. The 
application set forth the equivalency of the metal hydroxides and the 
metal bisulphites. The reference relied upon was a patent to one 
Utermohlen which disclosed the decolorization of acrylic acid by 
washing the same with sodium bisulphite. The applicant had origin- 
ally claimed the hydroxides and bisulphites as equivalent members 
of a Markush grouping.*® Before appeal the applicant cancelled the 
bisulphites from the Markush claims. It was the examiner’s conten- 
tion that because of this original disclosure of equivalency the appli- 
cant was not entitled to the allowance of claims to the hydroxides. 
The Board sustained the cancellation of the bisulphites from the 
Markush grouping. It felt that the bisulphites and hydroxides were 
not proper members of the same Markush listing,’ as they were 
known only as equivalents in the applicant’s process. In allowing 
the claims the Board stated: 


The examiner does not contend that the art of record indi- 
cates that an alkali or an alkaline earth hydroxide may be sub- 
stituted for the sulphite of Utermohlen and the appellant’s dis- 
closure that the hydroxides claimed produce the same final effect 
as sodium sulphite cannot be used to defeat his claim, as long 
as he is the first to disclose this fact, and the prior art fails to 
suggest it.?* 


The foregoing discussion of Ex parte Shelton and Ex parte Fein 
et al indicates that the patent tribunals have in the past deemed it 
improper to sustain a rejection based on an equivalency which could 
be found only in the applicant’s disclosure. However, there is a sub- 
stantial and growing line of cases which have been cited to the con- 


10 A Markush group is an alternative method of claiming a substance, agent, 
reactant, or other material. This type of claim is peculiar to chemical patent 
applications. The basis for this doctrine is found in Ex parte Markush, 
1925 C. D. 126, (Comm’r of Patents 1924). 


11 Members of a Markush grouping must possess a community of physical 
pod or properties. Ex parte Burke, 1934 C.D. 5 (Comm’r of Patents 

12 If the applicant, by honest mistake, includes materials as equivalents which 
are in fact not equivalents, he may upon proper proof cancel such disclosure 
of equivalency. Jn re Bowden, 37 C.C.P.A. (Patents) 1201, 183 F.2d 115, 86 
U.S.P.Q. 419 (1950) ; Ex parte Johnson, 94 U.S.P.Q. 396, (Board of Appeals, 
1951). In such circumstances, a rejection based on the disclosed equivalency 
is avoided. Ex parte Johnson, supra. 


1881 U.S.P.Q. 73, 74. 
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trary..* This series of cases was culminated by the case of In re 
Borcherdt et al.** in which the Court of Customs and Patent Appeals 
stated : 


It has been held many times by this court that where the dis- 
closure of an application gives two materials or operations as 
equivalents, such disclosure alone may be sufficient for the re- 
jection of a claim specific to one equivalent where the other ap- 
pears in the prior art. In re Ayres; In re Withington; In re 
Switzer; In re Lobdell; In re Field; In re Henri-Georges Doll; 
and In re Bloomer.** (Italics supplied. Citations to cases 
omitted. ) 


Many persons have regarded this portion of the opinion as the 
Court of Customs and Patent Appeals’ unqualified indorsement of 
the rejection under discussion. The question remains, however, as 
to whether the court intended its statement to be so broadly inter- 
preted. The court was not so unequivocal as to state that such dis- 
closure alone is sufficient. The statement is restricted by the words, 
“may be sufficient” ; and in view of this restriction, it is felt that the 
answer as to how broadly the court’s language may be interpreted 
lies in the cases cited by the court. With this approach in mind, 
the cases cited by the court are analyzed below, and an attempt has 
been made to discuss the points of distinction between the cases cited 
and a broad interpretation of the Borcherdt statement. 

In re Ayres,” the first case cited by the court, had claims to sta- 
bilized gasoline containing alpha naphthol as an antioxident and a 
gum retarding agent to be selected from a given Markush grouping. 
Alpha naphthylamine was not included in the appealed claims. How- 


14 Aeration Processes Inc. v. Walter Kidde and Co., Inc., 170 F.2d 437 (2d 
Cir. 1948) ; Kissock v. Duquesne Steel Foundry Co., 37 F.2d 249 (3rd Cir. 
1929) ; In re Bloomer, 37 C.C.P.A. (Patents) 770, 178 F.2d 407, 84 U.S.P.Q. 
135 (1949) ; In re Henri-Georges Doll, 36 C.C.P.A. (Patents) 1140, 175 F.2d 
583, 82 U.S.P.Q. 188 (1949); In re Field, 36 C.C.P.A. (Patents) 1035, 174 
F.2d 128, 81 U.S.P.Q. 395 (1949) ; In re Lobdell, 35 C.C.P.A. (Patents) 1091, 
167 F.2d 634, 77 U.S.P.Q. 377 (1948); In re Switzer, 35 C.C.P.A. (Patents) 
1013, 166 F.2d 827, 77 U.S.P.Q. 156 (1948); In re Yount, 36 C.C.P.A. (Pat- 
ents) 775, 171 F.2d 317, 80 U.S.P.Q. 141 (1948); In re Eagen, 34 C.C.P.A. 
(Patents) 843, 159 F.2d 452, 72 U.S.P.Q. 442 (1947) ; In re West, 34 C.C.P.A. 
(Patents) 948, 160 F.2d 570, 73 U.S.P.Q. 227 (1947); In re Hartung, 28 
C.C.P.A. (Patents) 1364, 121 F. 2d 529, 50 U.S.P.Q. 151 (1941); In re Cone, 
28 C.C.P.A. (Patents) 1282, 121 F.2d 470, 50 U.S.P.Q. 54 (1941); In re 
Jagielky, 27 C.C.P.A. (Patents) 977, 109 F.2d 662, 44 U.S.P.Q. 475 (1940); 
In re Withington, 26 C.C.P.A. (Patents) 1290, 104 F.2d 192, 41 U.S.P.Q. 742 
(1939) ; In re Ayres, 23 C.C.P.A. (Patents) 1118, 83 F.2d 297, 29 U.S.P.Q. 
424 (1936); In re McKee, 22 C.C.P.A. (Patents) 1010, 75 F.2d 635, 24 
U.S.P.Q. 414 (1935). 


15 See note 4, supra. 


16 39 C.C.P.A. (Patents) 1045, 1049; 197 F.2d 550, 552; 94 U.S.P.Q. 175, 
177 (1952). Each of the cases cited will be discussed, infra. 


17 23 C.C.P.A. (Patents) 1118, 83 F.2d 297, 29 U.S.P.Q. 424 (1936). 
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ever, it was set forth in the applicant’s specification as an equivalent 
to the gum retarding agents claimed. The prior art reference dis- 
closed a mixture of alpha naphthol and alpha naphthylamine in gaso- 
line. It does not appear that the gum retarding agents listed in the 
claim and alpha naphthylamine were known as equivalents outside 
of the applicant’s specification; nevertheless, the court upheld the 
ground of rejection. In the initial portion of the opinion, the Court 
appears to rely solely on the applicant’s specification to establish 
equivalency, and had the oinion ceased at this point the case might 
have become a clear and unequivocal precedent for such a rejection. 
As the opinion continues, however, a doubt is raised as to whether 
the court did not feel that the equivalency of alpha naphthylamine and 
the other gum retarding agents was known outside the applicant’s 
specification. Evidence of this fact is the following statement: 


As to the assertion that prior to appellant’s researches the 
equivalency of various agents to the respective agents named in 
the British patent was unknown, we are not cited to, nor have 
we found, anything in the record which seems to us to support 
it, and there is nothing in any of the claims which claims such 
equivalency as a new discovery.® 


In the case of In re Withington’® the claims were drawn to a 
cylindrical wooden tool handle bearing a stamped impression, such 


as an emblem or a trade mark. The specification disclosed that the 
design portion of the marking could be raised by impressing its back- 
ground (cameo fashion) or that the design might be depressed into 
the handle, obviously leaving the background raised (intaglio fashion). 
The claims were restricted to the tool handle bearing a cameo mark- 
ing. The reference disclosed the intaglio type marking. The Court 
held that this slight difference was “immaterial”, and it fortified its 
holding by pointing to the applicant’s disclosure of the equivalency 
of intaglio and cameo markings.”° 

In the Switzer case** the claims were drawn to a coating for metal- 
lic surfaces which were to be exposed to caustic alkali. The com- 
position as broadly claimed comprised polystyrene, carbon black and 
a solvent for the polystyrene. The function of the carbon black was 
as a filler or extender for the coating composition. The specification 
stated: “. . . [that] several pigments that are substantially inert 
to caustic soda may be employed, among them titanium dioxide and 


(1936) C.C.P.A. (Patents) 1118, 1122; 83 F.2d 297, 300; 29 U.S.P.Q. 424, 427 
19 26 C.C.P.A. (Patents) 1290, 104 F.2d 192, 41 U.S.P.Q. 742 (1939). 

nee as (Patents) 1290, 1291; 104 F.2d 192, 193; 41 U.S.P.Q. 742, 
2135 C.C.P.A. (Patents) 1013, 166 F.2d 827, 77 U.S.P.Q. 156 (1948). 
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carbon black.’ The examiner rejected the claims over a patent dis- 
closing a corrosion resistant coating comprising polystyrene and a 
solvent which could be modified by pigments or fillers in view of a 
reference disclosing a corrosion protective coating of synthetic resin 
and titanium dioxide, and he further stated : 

“Since carbon black is a well known filler, its incorporation in 
any resin coating composition is believed to involve nothing more 
than choice and experimentation and not invention.”** The court 
sustained the examiner on all grounds and pointed to the fact that 
the applicant’s disclosure of titanium dioxide and carbon black as 
equivalents negated patentability in the use of carbon black rather 
than titanium dioxide.** The court also appeared to express the 
obviousness in the use of the carbon black as a filler in that it par- 
ticularly pointed to the fact that the appellants failed to controvert 
the examiner’s statement on the well-known use of the material for 
this purpose.”® 

The court in the case of In re Lobdell?® was not faced with claims 
which contained an unanticipated equivalent species. The claims were 
generic so that they included both the unanticipated species and the 
species of the reference. The most that can be said for this case 
as supporting a rejection based on an equivalency in the disclosure 
is that the court pointed out in dicta that the applicant’s claims would 
still be unpatentable if they were restricted to the unanticipated 
species.?7 

The facts in the case of In re Field?* were as follows: The appli- 
cant claimed a process for producing screened photographic plates for 
use in photo-mechanical printing by a method of using a combina- 
tion of photographic stops of various shapes. The inventive concept 
emphasized was the use of segmented rather than circular or square 
stops, and the process could be practiced by the use of either simul- 
taneous or successive exposures. After final rejection the applicant 
first began to urge the criticalness of simultaneous exposures. The 
Board of Appeals held that the references disclosed both simultaneous 
and successive exposures with more than one photographic stop. The 
Court of Customs and Patent Appeals, however, held that it was not 


om aoa (Patents) 1013, 1016: 166 F.2d 827, 830; 77 U.S.P.Q. 156, 
2335 C.C.P.A. (Patents) 1013, 1018; 166 F.2d 827, 831; 77 U.S.P.Q. 156, 
159 (1948). 
24 See note 23, supra. 
25 See note 23, supra. 
26 35 C.C.P.A. (Patents) 1091, 167 F.2d 634, 77 U.S.P.Q. 377 (1948). 
os ay (Patents) 1091, 1094; 167 F.2d 634, 636; 77 U.S.P.Q. 377, 
28 36 C.CP.A. (Patents) 1035, 174 F.2d 128, 81 U.S.P.Q. 395 (1949). 
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necessary to consider whether the references disclosed both equiva- 
lents. It stated that since the applicant had disclosed the equiva- 
lency of the use of either successive or simultaneous exposures, the 
claims limited to simultaneous exposures were unpatentable over the 
references.”® 

Although the court relied upon the applicant’s disclosure of equiva- 
lency to sustain rejection in the case of In re Field, there are at least 
three aspects of the case which make it distinguishable from the ques- 
tion under discussion. In the first place, the references clearly dis- 
closed the inventive concept which was emphasized; secondly, both 
the examiner and the applicant treated the disclosed equivalents as 
merely an incidental and non-critical feature of the process being 
claimed, and it was only after final rejection that the claims were 
restricted to a single equivalent and its criticalness urged; and lastly, 
the Patent Office Board of Appeals held that the references suggested 
the use of both equivalents with the alleged inventive concept. 

In the next case cited by the court, In re Doll,®° the applicant was 
attempting to obtain a patent on a species which he had disclosed as 
equivalent to a species claimed in an allowed parent application. The 
court felt that an allowance of the appealed claims would be double 
patenting, and it is noteworthy that the court established the equiva- 
lency not from the applicant’s pending application but from the dedi- 
cated disclosure of the applicant’s patent. 

The last case cited by the court in the Borcherdt opinion is In ie 
Bloomer.** Although the case is considered to be rightly decided, the 
language of the opinion is unfortunate in that it is confusing as to 
the real basis for establishing an equivalency with the prior art. How- 
ever, it is felt that the following discussion will bring out the fact 
that the court relied on an obvious equivalency which the applicant 
could not deny in view of his own disclosure. 

Bloomer was claiming a process for separating the unsaturated 
fatty acids from the saturated fatty acids in soybean oil through the 
use of the selective dissolving properties of aliphatic ketones. The 
specification disclosed that fatty acids from other sources could like- 
wise be treated, and it further disclosed a number of aliphatic ketones, 
including methyl methyl ketone and methyl ethyl ketone, which the 
applicant considered equivalent materials in his process. The claims, 
however, were restricted to soybean oil as the source of the fatty acid 
and methyl ethyl ketone as the selective solvent. The references 


29 36 C.C.P.A. (Patents) 1035, 1037, 1038; 174 F.2d 128, 130; 81 U.S.P.Q. 
395, 397 (1949). 


8° 36 C.C.P.A. (Patents) 1140, 175 F.2d 583, 82 U.S.P.Q. 188 (1949). 
81 37 C.C.P.A. (Patents) 770, 178 F.2d 407, 84 U.S.P.Q. 135 (1949). 
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which were relied upon by the Board of Appeals disclosed the sepa- 
ration of fatty acids from various sources, other than soybean oil, by 
the use of methyl methyl ketone. It was the Board’s position that 
the methyl methyl ketone disclosed by the reference was an obvious 
equivalent to the methyl ethyl ketone claimed,** and that the limita- 
tion of the source of the fatty acids was not of patentable significance 
since the process was unpatentable. Neither the primary examiner 
nor the Board of Appeals based the rejection on the applicant’s dis- 
closure of equivalency. Nevertheless, the Court of Customs and Pat- 
ent Appeals in its opinion of this case laid considerable stress on this 
discloseure,** and it is for this reason that In re Bloomer has been 
interpreted as a precedent for the rejection under discussion. To 
assume, however, that the Court of Customs and Patent Appeals 
rested its decision solely upon the applicant’s disclosure of equiva- 
lency is to disregard the appellate function of this tribunal. Such a 
conclusion would be based on the fallacious premise that the court 
substituted its own rejection based on the applicant’s disclosure for 
the rejection by the Board of Appeals which was based on an obvious 
eqvivalency.** 

The cases cited by the court in the Borcherdt opinion have been 
discussed above in chronological order. Prior to the Borcherdt case, 
Tn re Bloomer was the most recent decision to be rendered by the 
\. tt of Customs and Patent Appeals on the question of whether 
or wt.claims to an unanticipated species may be rejected on a prior 
art speties allegedly its equivalent when the only means of establish- 
ing such; equivalency is the applicant’s specification. As already 
pointed out, certain aspects of the Bloomer case prevent it from be- 
coming a clear precedent for this ground of rejection and for these 
reasons a rejection based on the applicant’s disclosure was an unset- 
tled and controversial question. Such was the state of the case law 
at the time the Court of Customs and Patent Appeals rendered the 
Borcherdt decision with its statement that the applicant’s disclosure 


82 The specific rejection’ of the Board was that methyl ethyl ketone was an 
adjacent homologue of methyl methyl ketone. This is a doctrine of obvious 
equivalents peculiar to chemical cases. “The nature of homologues and the 
close relationship of the physical and chemical properties of one member of a 
series bears to adjacent members is such that a presumption of unpatentability 
arises... .” In re Henze, 37 C.C.P.A. (Patents) 1009, 181 F.2d 196, 85 
U.S.P.Q. 261 (1950). See also In re Hass, 31 C.C.P.A. (Patents) 908, 141 
F.2d 130, 60 U.S.P.Q. 552 (1944). 


(1989) C.C.P.A. (Patents) 770, 777; 178 F.2d 407, 411; 84 U.S.P.Q. 135, 139 

34 See In re Bloomer, 37 C.C.P.A. (Patents) 770, 774; 775; 178 F.2d 407, 
410; 84 U.S.P.Q. 135, 137, 138 (1949), where the court expressly limited its 
scope of review. 
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of equivalents may alone be sufficient for the rejection of claims spe- 
cific to one equivalent where the other appears in the prior art. 

Oddly enough, the use of the applicant’s disclosure was not the 
question in issue in the Borcherdt case, and the court’s statement on 
this point must be considered dictum. In this case, the inventors 
(assignors to E. I. duPont de Nemours & Co.) appealed from a deci- 
sion of the Board of Appeals affirming the primary examiner in refus- 
ing to allow claims to a process for the synthesis of organic nitriles 
using hydrogen cyanide. The ground of rejection was based on 
double patenting over the assignee’s patent to one Hager claiming 
the appealed process but using sodium cyanide rather than hydrogen 
cyanide. Other patents of the assignee which were copending with 
the application in issue clearly established the equivalency of hydro- 
gen cyanide and sodium cyanide in the process claimed, and in view 
of this disclosure of equivalency, the Patent Office held that in the 
absence of some unforseen advantage two patents may not properly 
issue for different forms of the same invention. 

The appellants contended that this rejection could not be sustained 
because the contemporary date of the assignee’s copending patents 
prevented them from being used as references to establish the basis 
for rejection. Nevertheless, the court held that a copending patent 
could be properly used in rejecting the claims as an equivalent, non- 
patentable variation of the species defined and claimed in the Hager 
patent. 

This decision is well founded in law. One of the basic legal prin- 
ciples of the patent system is the inventor’s dedication of his disclosure 
to the public, and it seems fundamental that it is not only proper but 
essential that this dedication should be used to protect the public 
against the extension of a patent monopoly beyond its statutory 
period. However, the court did not confine its opinion to the use 
of copending patents as a means for establishing equivalency, but 
also commented on the use of the applicant’s specification as has al- 
ready been set forth, and it is this portion of the opinion that has 
caused the case to become significant and controversial. 


III 


CONCLUSION 


The cases considered in the foregoing discussion are the strongest 
precedents which may be presently found on either side of this con- 
troversy. Ex parte Shelton®® and Ex parte Fein®* are clear and 


35 49 U.S.P.Q. 36 (1940). 
3681 U.S.P.Q. 73 (1948). 
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unequivocal in refusing to use the applicant’s specification to estab- 
lish equivalency when it is unobvious and previously unknown. On 
the other hand, it can not be said with certainty that the court has 
refused to allow an applicant’s claims to a new and never before 
known species because the applicant set up in his specification a new 
and unobvious equivalency between his claimed species and one 
known in the prior art. For example, in the cases of In re Lobdell* 
and In re Henri-Georges Doll** it was not necessary for the court 
to consider an equivalency disclosed in the applicant’s specification. 

In the cases of In re Withington*® and In re Switzer,*° the court’s 
opinions reflect the obviousness of the disclosed equivalency. While 
the cases of In re Ayres,** In re Field,** and In re Bloomer* are 
more difficult to distinguish, there are in each case circumstances 
which prevent them from being strong precedents for a broad inter- 
pretation of the Borcherdt statement. 

Therefore, it is not seen how this statement can be considered to 
be any more unequivocal on the question under discussion than the 
cases cited to support it. To assume that In re Borcherdt resolves 
the question is to engage in the illogical reasoning that the statement 
should be used to explain the cases cited rather than to consider “iat 
the cases should be used to interpret the statement quoted. 

In analyzing the language used in the Borcherdt statement it is 
noted that the court was careful to state “that such disclosure [of 
equivalency] alone may be sufficient for the rejection.” (lItalics 
added.) Is it not logical to reason that the words “may be” restrict 
the use of the applicant’s disclosure of equivalency to situations simi- 
lar to those of the cited cases? The use of an applicant’s disclosure 
of equivalency is equitable when it is obvious, or not patentably dis- 
tinct in view of the prior art, or when the applicant fails to controvert 
a contention of obviousness, or when it is necessary to prevent the 
illegal extension of a patent monopoly. These considerations were 
the underlying foundations for the decisions in the Withington, 
Switzer, Doll and Borcherdt cases, supra. 

On the other hand, a broad interpretation of the Borcherdt state- 
ment could result in harsh inequities. As pointed out in the simple 
fact situations set forth in the introduction of this note, the so-called 
Borcherdt rejection would very often prevent an inventor from re- 


37 See note 26, supra. 
38 See note 30, supra. 
39 See note 19, supra. 
40 See note 21, supra. 
41 See note 17, supra. 
42 See note 28, supra. 
43 See note 31, supra. 
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ceiving a patent to which he is duly entitled solely because of a pro- 
cedural doctrine for which there is no logical or equitable basis. 

The broad interpretation of this statement will also prevent the 
people of the United States from receiving their full consideration 
for the patent grant. An applicant who has discovered a new equiva- 
lency will be tempted not to disclose it since such a disclosure would 
endanger his chances for patent protection. 

In the final analysis, it would seem that the Borcherdt case adds 
little to the previous existing case law on the subject; and for the 
reasons set forth, it is felt that this dictum of the Court of Customs 
and Patent Appeals should be restricted to the situations of the cases 
cited until a stronger and more definite precedent is established. 


Francis J. CROWLEY. 


THE CORPORATE AND THE COMMON WEAL: 
CONTRIBUTIONS BY CORPORATIONS TO 
PRIVATE EDUCATIONAL INSTITUTIONS 


. . . [The] only hope for the survival of the privately supported 
American college and university lies in the willingness of corporate 


wealth to furnish in moderation some support to institutions which 
are so essential to public welfare and, therefore, of necessity to cor- 
porate welfare.’ 


The importance of the continued existence of private, independent 
universities and colleges of higher education has rarely been chal- 
lenged. The financial feasibility of the continued maintenance of 
these institutions has been more severely questioned. The crisis of 
the private school caught between inflation and rising costs, on the 
one hand, and lower interest rates and a preponderance of fixed in- 
come investments, on the other, is common knowledge. Tuition in- 
creases, although substantial, have not solved the problem and deficits 
continue to grow.” Formerly, many institutions could turn to large 
personal fortunes, but federal income tax policies have reduced the 


The Corporate and the Common Weal: 


(1983) P. Smith Manufacturing Co. v. Barlow, 26 N.J.S. 106, 97 A.2d 186, 190 

2On June 22, 1953, the New York Times printed the results of a survey it 
had recently made of independent colleges. It found that nearly half of them 
were operating at deficits. In 1942-43 some eighty per cent were able to balance 
their budgets, whereas ten years later that number had declined to fifty-eight 
per cent, and the average size of the deficits had very nearly doubled. N.Y. 
Times, June 22, 1953, p. 1, col. 4. 
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magnitude of private individual’s contributions as a primary source 
of revenue. With the diminution of this source, it was only natural 
that greater effort would be made to tap the accumulation of wealth 
controlled by large corporations and industry. 

That this effort has been successful is reflected in the fact that 
corporate contributions to charity approximated $300 million dollars 
in 1952 as compared with $30 million in 1936.5 It is estimated that 
20% of this amount went to universities and other educational insti- 
tutions.* The urgency of the need for business to increase financial 
support to independent educational institutions has been proclaimed 
not only by the leaders of education, but perhaps equally as vehe- 
mently by the leaders of industry.5 Congress® and state legislatures 
have enacted laws which encourage and facilitate corporate giving.” 
The legal profession has actively advocated the extension of corporate 
contributions, and has endeavored to publicize the legal basis for such 
support.® 

The difficulties which have been interposed result not so much 
from a lack of inclination, as from the common law view that business 
corporations may not make contributions to charity unless the ex- 
penditure may be reasonably regarded as being for the financial bene- 
fit of the corporation.® Statutory enactments have made allowance 
for contributions by corporations, but the question of the constitu- 


tionality of these statutes remained to be tested. Thus the directors’ 
fear of a stockholder’s suit is predicated not only on the theory that 
such contributions would be ultra vires under common law, but also 
that state statutes allowing such contributions violated the contracts 
clause of the Federal Constitution. 

Recently, in the case of A. P. Smith Manufacturing Co. v. Barlow,*° 


3 Corporate Profits and Campus Budgets, Fortune, Dec. 1952, p. 108. 


*Capriles and Garret, Legality of Corporate Support to Education, 38 
A.B.A.J. 209 (1952). Liberal arts colleges trail the beneficiaries. See note 
3, supra. 

5 Olds, Should Business Support the College, Fortune, Dec. 1951; Sloan, Big 
Business Must Help Our Colleges. Colliers June 2, 1951; N.Y. Times, June 
22, 1953, p. 1, col. 4; Dodd, For Whom are Corporate Managers Trustees? 45 
Harv. L. Rev. 1145 (1932). 

6 Int. Rev. Cove, § 23(q). 

729 states (16 since 1945) have adopted legislation authorizing corporations 
to contribute to charity. Certain of the statutes specifically enumerate educa- 
tional institutions. See note 3, supra and Bell, Corporate Support of Educa- 
tion: The Legal Basis, 38 A.B.A.J. 119 (1952); Bleicken, Corporate Contri- 
butions to Charity: the Modern Rule, 38 A.B.A.J. 999 (1952). 

8 See note 7, supra. 

®See Cousens, How Far Corporations May Contribute to Charity, 35 Va. 
L. Rev. 401 (1949). 

10 213 N.J. 145, 98 A.2d 581, appeal dismissed for want of a substantial federal 
question 346 U.S. 861 (1953). 
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such a stockholder’s suit was avoided by the corporation’s request 
for a declaratory judgment. In 1951 the board of directors of a 
New Jersey corporation, in existence since 1896, adopted the resolu- 
tion that it was in their best interest to appropriate $1,500 to Prince- 
ton University as a contribution toward its maintenance. The ob- 
jecting stockholder protested that such a contribution was not au- 
thorized under the certificate of incorporation or common law princi- 
ples, and that the New Jersey statute’ authorizing the contribution 
could not be constitutionally applied to the plaintiff. The New Jersey 
Supreme Court held the statute both applicable and constitutional ; 
it also went to considerable pains to declare the contribution intra 
vires at common law although the decision could have rested solely 
on the statute. The growth and development of the judical attitude 
toward corporate support to charity will be discussed in relation to 
contributions to private educational institutions of higher learning. 


A 


Common Law 
1. Early Decisions 
“Charity has no business to sit at board of directors qua 
charity.”** 

Against a 19th century background when corporations were rela- 
tively few and small and did not dominate the country’s wealth, the 
common law rule developed that a business corporation was organized 
for profit, and those who managed it could not disburse any cor- 
porate funds for philanthropic or other purposes unless the expendi- 
tures would benefit the corporation.** In an early case, however, 
without reference to social policy or moral obligation, a New York 
judge ruled it within the incidental powers of a corporation to make 
moderate expenditures for the erection on its property of a church, 
school, library, and bath for the benefit of its employees. In express- 


11 L, 1950, C. 220; N.J.S.A. § 14: 3-13 et seq. (Supp. 1952). This statute, 
which is more comprehensive than earlier statutes (1930, 1949), declares the 
public policy of the state to be the encouragement of institutions engaged in 
community funds, hospital, charitable, philanthropic, education, scientific, patrio- 
tic or civic activities conducive to the betterment of social or economic condi- 
tions; corporations are expressly empowered to contribute. To insure that 
the grant of express power in the 1950 statute would not displace pre- existing 
power at common law or otherwise, the legislature provided that the “act shall 
not be construed as directly or indirectly minimizing or interpreting the rights 
and powers of corporations, as heretofore existing, with reference to appropria- 
tions, expenditures or contributions of the nature above specified.” 


12 Hutton v. West Cork Ry. Co., 23 Ch.D. 654, 673 (1883). 


13 Dodge v. Ford Motors Co., 204 Mich. 459, 170 N.W. 668 (1919); Batien- 
TINE, CORPORATIONS, 228 (rev. ed. 1946). 
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ing the opinion that the field of corporate action in the exercise of 
incidental powers is an expanding one he said: 


As industrial conditions change, business methods must change 
with them, and acts become permissable which at an earlier 
period would not have been considered to be within the cor- 
porate power.** 

It appears that at the time, this was a liberal opinion, since great 
hostility still existed to such an extension of the corporate powers.*® 

Contributions to institutions of higher education were first litigated 
in the nineteen twenties. In Evans v. Brunner, Mond & Co. Ltd.,® 
the court which earlier had prohibited the sitting of charity at a 
board of directors,’* permitted a chemical corporation to distribute 
£100,000 for the furtherance of scientific education and research 
among such universities or other scientific institutions in the United 
Kingdom as its directors might select. The theory of the decision 
was that the corporation stood in constant need of persons possessing 
a scientific attitude of mind and prepared to devote themselves to 
scientific study and research. Such persons, if found, could be easily 
trained in a speciality, but the total number of persons so disposed 
was inadequate; therefore it was considered proper for a corpora- 
tion to contribute money toward the creation of a reservoir of trained 
experts. Thus it was not required that the contribution be to an 
institution that would provide training in the specific corporate field, 
the court having apparently adopted the reasoning of the corpora- 
tion’s officials that any type of scientific training made a man more 
useful to the corporation. In Armstrong Cork Co. v. H. A. Meldrum 
Co.,!* the court upheld contributions made by the corporation to the 
University of Buffalo and Canisius College to establish business 
courses. At the time there was no college in Buffalo which offered 
courses in the science of business. It was reasoned that benefit would 
probably inure to the corporation in being able locally to secure em- 
ployees trained in corporate business methods and industrial man- 
agement. 


2. Ordinary and Necessary Business Expenditure 


The main testing ground for the power of a corporation to con- 
tribute to charity and educational institutions was the tax court 


14 Steinway v. Steinway & Sons, 17 Misc. 43, 40 N.Y.S. 718, 720-21 (1896). 

15 People—ex. rel. Moloney v. Pullman’s Palace Car Co., 175 Ill. 125, 51 
N.E. 664 (1898). The power was made to depend on whether there would be 
a school without the company’s action, ruling squarely that where state law 
would have supplied the needed facilities, education was of no concern to a 
business corporation. 

16 [1921] 1 Ch. 359. 

17 Note 12 supra. 

18 285 F. 58 (D.C.W.D. N.Y. 1922). 
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rather than the shareholder’s suit. With high income and excess 
profits taxes, contributions could not only be made at relatively little 
cost to the corporation, but with tax saving benefits as well.*® The 
privilege of deducting charitable donations from gross income, how- 
ever, conferred exclusively on individual taxpayers,?° was not ex- 
tended to corporations until 1936.24. It was, therefore, necessary until 
then to determine that a contribution was an “ordinary and necessary 
business expense” to be deductible. In the leading case of American 
Rolling Mill Co. v. Commissioner*® and in Corning Glass Works v. 
Lucas,?* the courts in effect reached the results that whether a con- 
tribution was intra vires and whether it was deductible as an ordinary 
and necessary business expense were in fact one and the same thing. 
It should also be noted that the federal tax courts reached the point 
that the word “necessary” relating to business meant only “helpful” 
and “appropriate” even before the Internal Revenue Code was “liber- 
alized.”** 

Without regard to cases in which the payment to or for an educa- 
tional institution sprang from a purely contractual obligation, the 
following cases may be considered as representative. Deductions as 
an ordinary and necessary business expense were allowed in the fol- 
lowing cases: (1) a contribution to an Oregon college was made so 
the college would stay alive and continue to buy the corporation’s 
product ;?> (2) a cement corporation’s contribution to Stanford Uni- 


versity for the purpose of making a study involving the use of ce- 
ment ;?° (3) expenditures for maintaining a chair of journalism in 
Tulane University by a newspaper in the same city which was having 
difficulty in getting good reporters.** 

Deductions have been disallowed where a bookstore made a $200 
contribution to Tulane University, the students representing a sub- 


19 Lasser, How Tax Laws MAKE Grivinc To CHarity Easy (1948); Clark, 
How to Get the Most Out of the Deductions for Charitable Contributions, 6 
N.Y. Univ. Tax Inst. 1015 (1948); Awnprews, Philanthropic Giving (1952); 
Hayes, Corporate Charitable Giving, 91 Trust & Es. 492 (1952). 

20§ 214(a) of the Revenue Act of 1918 (40 Srat. 1068); § 214(a) of the 
Revenue Act of 1921, (42 Strat. 239); and § 214(a) of the Revenue Acts of 
1924 and 1926, 26 U.S.C.A. § 955(a) and note. 

21 Revenue Act of 1936, INT. Rev. Cope § 23(q), 26 U.S.C.A. § 23(q). 

2241 F.2d 314 (6th Cir. 1930). Payments in this and the Corning Glass 
case by a corporation to charity were held deductible even though the rela- 
tionship between the payment to the charity and a direct benefit flowing to 
the corporation was much less definite and certain than in cases in which it 
had been disallowed. Cf. Old Mission Portland Cement Co. vy. Commissioner, 
69 F.2d 676 (1934) ; aff'd 293 U.S. 289 (1934). 

23 37 F.2d 798 (App. D.C. 1929), cert. denied 281 U.S. 742 (1930). 

2438 A.B.A.J. 1060 (1952); Blackmer v. Commissioner, 70 F.2d 255 (2d 
Cir. 1934); A. Harris Co. v. Lucas, 48 F.2d 187 (5th Cir. 1931). 

25 Yamhill Electric Co. v. Commissioner. 20 B.T.A. 1232 (1930). 

26 Old Mission Portland Cement Co. v. Commissioner, 25 B.T.A. 305 (1932). 

27 Times-Picayune Publishing Co. v. Commissioner, 27 B.T.A. 277 (1932). 
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stantial part of taxpayer’s customers ;?* and in the case of a payment 
by a railroad in response to an assessment levied by the Association 
of Railroad Executives for the purpose of establishing a Chair of 
Transportation at Yale University.?° 


3. Section 23(q) of the Internal Revenue Code 


Before the advent of §23(q) of the Internal Revenue Code,*° the 
language of the decision upholding contributions emphasized the fact 
that the taxpayer had specifically disclaimed any altruistic motive. 
In the American Rolling Mill case,** the contribution was said to be 
7 . not a philanthropy, but a business expenditure to be reflected 
in increased earnings.” In the Times-Picayune Publishing Co. case,** 
the court concluded that the contribution was not philanthropic but 
rt . a clear cold blooded business proposition on the part of peti- 
tioner’s board of directors. They expected to get returns of value 
in dollars and cents.” A perhaps more realistic appraisal was made 
by the dissenting judge** in the tax court hearing of a contribution 
by a Washington, D. C. newspaper to the local community chest: 


But such contributions cannot be, it seems to me, in any sense 
business expenses such as are contemplated under the statute 
(Section 214(a) of the Revenue act of 1926). Every good deed 
produces its reward, often in a material way; but good deeds 
performed with hope of material results are not necessarily a 
business expense even when money is used. There must be that 
quality and character of expense usually understood as the 
ordinary and necessary outgo in carrying on a business. The 
expenditure to a charity that men charitably minded may think 
well of the contributor and be possibly drawn to patronize the 
contributor is too remote to be considered as a business expense. 
It is certainly not of the ordinary and necessary kind. . 
American Rolling Mill v. Commissioner 41 (F2d) 314, . 
occupies a twilight zone and is, in my judgment as far as the 
law can be stretched. . . . Congress intended to differentiate 
between a business expense and a charitable donation, but the 
prevailing opinion would seem to make them snynonymous when 
desired.** 


28 J. A. Majors v. Commissioner, 5 B.T.A. 260 (1926). Taxpayer corpora- 
tion’s principal office was in New Orleans with a branch which had been oper- 
ating at Tulane University. The branch had been abandoned and the tax- 
payer was relieved of rental space without obligation. 

29 Michigan Central Railroad Co. v. Commissioner, 28 B.T.A. 437 (1933). 
The deduction was disallowed on the facts of the record which were not suf- 
ficient to be able to determine the extent of benefits if any flowing to the tax- 
payer from the expenditures in question. 

30 Revenue Act of 1936, Int. Rev. Cong § 23(q), 26 U.S.C.A. § 23(q). 

31 Note 22, supra. 

32 Note 27, supra. 

— + ie Star Newspaper Co. v. Commissioner, 28 B.T.A. 762 (1933). 


6 
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Perhaps this opinion was instrumental in the subsequent reversal 
of the case.** 

With the adoption of § 23(q), motive remained material since 
the list of organizations to which corporations may make deductible 
contributions is more limited than that available to the individual 
taxpayer.** Furthermore, § 23(a)(2) of the Revenue act of 1938*" 
provided in effect that no corporate contribution to a charity should 
be deducted as a business expense, if the deduction would be allowed 
as a charitable contribution but for the five per cent limitation on 
such deduction. This would seem to provide a strict criterion for de- 
termining the deductibility as a business expense. From Treasury 
Regulations®* and certain informal rulings, it appeared that the com- 
mission would challenge any deduction of a corporation payment to 
charity as a business expense unless the payment was supported by 
a valid contract or unless the relationship between the payment and a 
direct business benefit to the corporation was at once “direct and 
obvious.”*® 

In a tax case decided under 23(a)(2), the “direct and obvious” 
test was impliedly met when a $208.32 contribution to a Minnesota 
college was allowed as an ordinary and necessary expense to retain ad- 
vertising revenue from the college in the amount of $444.80.%° A 
contribution to a Hebrew Theological Seminary in Palestine was 
allowed as a business expense to a corporation which manufactured 
matzos inasmuch as an advertising advantage was obtained from the 
fact that the same name as that of the taxpayer was associated with 
the graduates of the seminary. Furthermore, graduates helped to over- 
come the impression of orthodox European Jews that American ma- 
chine-made matzos were not kosher.** 

On the other hand, a contribution to a local university for the es- 
tablishment of an aeronautical engineering course in the university’s 
engineering school was disallowed as a business expense in the ab- 
sence of evidence to show that payment was in consideration of a 
binding obligation on the part of the University to use the funds 
in a way that would directly benefit taxpayer’s business.‘? It is 
submitted that this decision is counter to the entire trend. 

35 Helvering v. Evening Star Newspaper Co., 78 F.2d 604 (4th Cir. 1935), 
cert. denied 296 U.S. 628 (1935). 

36 Int. Rev. Cone § 23(0). 

37 52 Stat. 460, now appearing as Int. Rev. Cope § 23(a)(1)(B). 

38 Treasury Regulation 111, § 29.23(a)-13. 

39 See Clark, supra, at note 19. 

40 Minnesota Tribune Co. v. Willcuts (D.C. Minn. 22 AFTR 1274), (D.C. 
(1999) 1938), aff'd 103 F.2d 947 (8th Cir. 1939), cert. denied 308 U.S. 577 
: 41 The B. Manischewitz Co. v. Commissioner, 10 T.C. 1139 (1948). 


42 McDonnell Aircraft Co. v. Commissioner, 16 T.C. 189 (1951), dismissed 
8th Cir. Sept. 20, 1951, 191 F.2d 733. 
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4. Contribution to Liberal Arts College as Intra Vires 


The A. P. Smith Manufacturing Co. v. Barlow case** would seem 
to represent a culmination of the judicial inclination to allow cor- 
porate support to education. This case does not come before the 
court as a tax question, but rather because of a stockholder’s objec- 
tion to a charitable donation specifically designated as charitable by 
the president of the Smith Company.** He testified that the public 
expects corporations to aid philanthropic and benevolent institutions 
and that they obtain good will in the community by so doing. That 
portion of his testimony would not overcome the common law pro- 
hibition, but he goes on to say that by a contribution to liberal arts 
institutions, the corporations were furthering their self interest in 
assuring the free flow of properly trained personnel for administra- 
tive and other corporate employment.*® There have been other ex- 
pressions of business’ need for more broadly trained, educated men.: 
These include the sentiment that overspecialization is “robbing busi- 
ness of potential top managerial material” **; from the President of 
Gulf Oil, Mr. Sidney Swensrud, “The men who come into manage- 
ment must understand the whole sweep of modern economics, political 
and social life” #7; from the retired board chairman of United States 
Steel Corporation, Mr. Irving S. Olds, “The most difficult prob- 
lems that American enterprises face today are neither scientific nor 
technical, but lie chiefly in the realm of what is embraced in a liberal 
arts education.”** Thus it has become recognized that while a par- 
ticular contribution may be termed “philanthropic,” this categoriza- 
tion does not prevent it from being at the same time of considerable 
benefit to the corporation. In addition to benefit, the opinion in the 
Barlow case is couched in terms of social responsibility and moral ob- 
ligation of the corporations to help preserve the economic and social 
environment deemed necessary for the preservation of American 
business, an environment which in turn rests in no insignificant part 
upon free and vigorous non-governmental institutions of learning.*® 

In declaring that corporate benefit may be attributed to a donation 
to a liberal arts college, the Barlow case goes beyond Evans v. Brun- 
ner, Mond & Co.*° In the extension of the incidental powers of a 
corporation to give, it goes beyond the Steinway case.*1 The New 


43 Note 10, supra. 

44 [bid. 

45 [bid. 

\ = A Business Man be Educated? Fortune, April, 1953, p. 113. 
47 [bid. 

48 [bid. 

49 Note 10, supra. 

50 Note 16, supra. 

51 Note 14, supra. 
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Jersey Supreme Court incorporated the spirit of the Chancery Di- 
vision’s opinion in respect to the relation between preservation of 
the American way of life and preservation of American business. The 
Chancery Division had written: 


Such giving may be called an incidental power, but when it 
is considered in its essential character, it may well be regarded 
as a major, though unwritten corporate power. It is even more 
than that. In the court’s view of the case it amounts to a solemn 
duty.*? 

Since the contribution in the Barlow case was held to be of benefit 
to the corporation, the action of the board of directors becomes intra 
vires at common law and according to the earlier cases would be- 
come an ordinary and necessary business expense for tax purposes. 
It is not so certain that the contribution would meet the “direct and 
obvious” test subsequently set up in respect to interpretation of 
§ 23(a)(1)(B).** If and when such a case is presented, it is sub- 
mitted that a recognition that such a contribution should be an ex- 
ception to the “direct and obvious” test and thus fall outside the strict 
interpretation of the section, rather than distort the words “direct and 
obvious” to an unnatural meaning. 


B 
IMPAIRMENT OF THE OBLIGATION OF CONTRACTS 


Inasmuch as the validity of the state legislative enactments™ au- 
thorizing charitable contributions by corporations has never been pre- 
viously tested, the Barlow case is of particular interest. Provisions 
for such a contribution were not included in the certificate of incor- 
poration. This raised the question of whether or not such authoriza- 
tion granted by the state was an unconstitutional impairment of the 
obligation of contracts. In New Jersey, the modification of a con- 
tract between the state and the corporation®® was authorized by a 
statute®® passed prior to the incorporation of the Smith Co. and also 
by the New Jersey Constitution.*? The duty to serve and promote 
the public interest and common welfare gives rise to and sustains 
the exercise of the state’s reserve power to alter corporate charters. 
It is assumed, therefore, that statutory authorization of charitable 
contributions, including those to education, would be sustained in 


52 Note 1, supra. 

53 Note 37, supra. 

54 Note 7, supra. 

55 Cf. Trustees of Dartmouth College v. Woodward, 4 Wheat 518 (U.S. 1819). 
56N.J.L. 1846, c. 16; R.S. 14: 2-9. 

57 N.J. Const. Art. IV, § 7, { 4 (1875) ; N.J. Const. Art. IV, § 7, J 9. 

58 Note 10, supra. 
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most jurisdictions. This assumption rests on the theory that courts 
would not interpret the statutes as permitting contributions so large 
as to defeat or substantially impair the object of the grant. The as- 
sumption that this would be a valid exercise of the state’s reserve 
power to alter corporate charters was more questionable in New 
Jersey, however, for Zabriskie v. Hackensack & N. Y. R. R.** had 
specifically held that an obligation of a corporation toward the state 
could be changed, but its contractual duties to its shareholders could 
not.*° In the Barlow case, however, the court sustained the gift under 
the statutory act by relaxing the rule in the Zabriskie case to permit 
minor alterations of stockholders’ rights if public policy so required. 

The implication in the Barlow case is that a likelihood of a “direct 
benefit” to the corporation need not be shown. Although this ex- 
ception to the common law rule might be questionable in determin- 
ing whether other acts of a corporation are ultra vires, the Barlow 
case limits the application of this liberalization of the common law 
rule. The limitation is phrased in terms of overwhelming public 
policy and it is specifically stated that in upholding the validity of 
the gift, the court is not sanctioning indiscriminate contributions or 
donations to pet charities.** The overwhelming public policy in the 
Barlow case is that the contribution to private educational institu- 
tions is likened to the demands made upon corporate wealth during 
the first and second world wars for both funds and personnel, and 
the contributions made during the depression to alleviate the des- 
perate hardship of the millions of unemployed.** The New Jersey 
Court reflects the feeling that the stimulation of teaching and ideas, 
not governed by governmental or political organizations, are neces- 
sary to preserve the highest traditions and vigor of our democratic 
society which are challenged by intellectual and material attacks at 
home and from abroad. The New Jersey Court expressed the feeling, 
shared by many, that the substitution of federal aid for private con- 
tributions would keep these institutions alive only at the expense 
of the sacrifice of the essential element of their greatness—inde- 
pendence. 


5918 N.J. Eq. 178 (1867). 90 Am. Dec. 617. 


60 New Jersey Bell Tel. Co. v. Dept. of Public Utilities, 12 N.J. 568, 97 
A.2d 602 (1953). 


61 Note 10, supra. 


62 Contributions to the following organizations which would probably be 
classified as pet charities, were disallowed as ordinary and necessary business 
expenditures in Merchants Bank of Mobile v, Commissioner, 90 F.2d 223 (5th 
Cir. 1937). The organizations were Little Sisters of the Poor, U. J. Robinson 
Christmas Dinners, Santo Domingo Hurricane Relief. 


63 Note 10, supra. 
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CONCLUSIONS 


The liberalization of the common law rule regarding corporate 
contributions to charities has been evolving for considerable time. 
It is submitted that the Barlow case represents merely a continuation 
of the trend and at the same time dramatically focuses judicial at- 
tention on the necessity and legality of corporate support to private 
higher educational institutions. The special contribution of college 
and universities to the corporate world and to the social and economic 
environment in which it does business, has not been overstated. By 
sustaining a contribution to a liberal arts college, the New Jersey 
Court has continued along a path already indicated by similar judical 
acceptance of contributions of higher educational institutions of, or for, 
a more specialized purpose. It would also seem to open the way for 
corporate support of law schools, public affairs schools or other or- 
ganizations that advance the basic understanding of society. On the 
other hand, it would seem that the higher the degree of specialization 
of the donee institute, the greater should be the correlation between 
the specialization and the corporate field of activity. 

It is submitted that, if tested, the constitutionality of statutes similar 
to the New Jersey statute in question would be upheld. The question 
of the constitutional capacity of the state, by an exercise of its re- 
serve power, to alter the contract between the corporation and the 
shareholder was squarely faced in the Barlow case because of the 
Zabriskie decision; it probably will not meet a greater test in any 
other jurisdiction. 

An implied restriction in the Barlow case would appear to be that 
the donee institution must be nationally recognized and accredited 
if the donation is made outside the corporation’s localized geographic 
area of activity. It also seems doubtful, at present, that a contribution 
made to a domestic corporation outside the United States would be 
held to be intra vires unless the donee was closely related to the 
donor’s business. 

Harriet R. PUTNAM. 


RECENT DEVELOPMENTS IN THE MODES OF COLLEC- 
TION OF THE USE TAX 


INTRODUCTION 


Ever since the states have undertaken the responsibility of social 
progress within their borders, they have been searching for different 
methods of raising funds to pay for the expensive undertaking. One 
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of the more widely used methods is the sales tax. Such a tax is levied 
on most purchases made within the taxing state, and collected for the 
state by the seller. 

Certain obstacles have appeared in the practical operation of the 
sales tax, however, including the loss of business by local merchants, 
and the apparent immunity of interstate sales, the latter resulting in 
the loss of considerable anticipated tax revenue. To overcome such 
difficulties, the states have instituted the use or compensating tax, 
levied upon the use, storage and consumption of tangible personal 
property purchased outside the state and subsequently brought into 
the state. In the leading case on the subject, Henneford v. Siles 
Mason Co., Inc., the tax commissioner of the state of Washington 
levied a two percent use tax on the cost? of the personal durable 
goods purchased by respondent at retail prices in another state and 
brought into Washington for use in constructing the Grand Coulee 
Dam. The United States Supreme Court pointed out that a tariff 
is by its very nature a burden on the act of importation; that if laid 
by one state upon its commerce with another, it is unlawful, not- 
withstanding the fact that protection or revenue might be the motive 
behind it. The Court observed, however, that the mere fact that the 
underlying motive might be to establish a protective tariff does not 
in itself render a tax void, for “. . . motives alone will seldom, if ever, 
invalidate a tax that apart from its motives would be recognized as 
lawful.”* The tax under consideration, said the Court, was not in 
the nature of a tax on interstate commerce, but rather on the privi- 
lege of the use of the goods after commerce had come to an end in the 
taxing state. It is, therefore, in the nature of a general property tax, 
to which all those enjoying the protection of the taxing state should 
rightfully be subjected. 

The apparent difficulty raised by the levy of such a tax is in the 
method of collection. Since the tax is imposed on the privilege of 
use, storage and consumption within the taxing state, it must be im- 
posed on the buyer rather than on the seller. To collect it directly 
from the buyer is concededly too costly and practically impossible. 
The states, therefore, have been trying in all conceivable ways to 
force the out-of-state seller to become their agent for collection. The 
out-of-state sellers, however, contend that such impositions are un- 
constitutional, as conflicting with the commerce and the due process 
clauses of the Federal Constitution. 


1 300 U.S. 577 (1937). 


2 Including transportation costs. A credit was provided for taxes paid at 
the source. 


8 Id. at 586. 
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When dealing with such cases in the past, the United States Su- 
preme Court has declared that it was its duty to 


. reconcile competing constitutional demands, that com- 
merce between the states shall not be unduly impeded by state 
action, and that the power to lay taxes for the support of state 
government shall not be unduly curtailed.* 


In the light of increased controversy between state governments and 
out-of-state sellers over the collection of the use tax, it is the purpose 
of this article to trace the underlying principles in the decisions of 
the Supreme Court in which it has been deemed necessary to uphold 
state laws compelling out-of-state sellers to act as agents for collec- 
tion of the use tax for taxing states. 


I 
THE Ust TAX AND THE COMMERCE CLAUSE 


The intent of the framers of the Federal Constitution to eliminate 
the barriers which had been erected by the states to the freedom of 
movement across state borders, was accomplished by Article I, Sec- 
tion 8, of the Federal Constitution which gave Congress the power 
to “. . . regulate commerce with foreign nations and among the sev- 
eral states.”> This clause, however, did not deprive the states of 
their inherent power to control their own domestic commerce; nor 
did it prohibit all regulation by a state of commerce moving across 
state borders.* For instance, a state may regulate the size and weight 
of motor vehicles moving into the state to insure the sane and eco- 
nomical use of the state’s highways’ or impose a tax for the privilege 
of using its roads in interstate commerce. It may not, however, 
exact a tax for the privilege of doing interstate business,® nor may it 
levy a tax upon some local event which is such a part of interstate 
business as to be in effect a tax upon the interstate commerce itself.?® 
Particularly offensive is any attempt by the state to exercise regu- 
latory power to protect local economy from the effect of interstate 
commerce.** 


4 McGoldrick v. Berwind White Co., 309 U.S. 33, 48 (1940). 
5 Gibbons v. Ogden, 9 Wheat 1 (U.S. 1824). 
6 Cooley v. Board of Port Wardens, 12 How. 299 (U.S. 1851). 


— Carolina State Highway Department v. Barnwell Bros., 303 U.S. 177 
(1938). 


8 Hendrick v. Maryland, 235 U.S. 610 (1915). 
® Spector Motor Service v. O’Conner, 349 U.S. 602 (1951). 
10 Joseph v. Carter & Weekes Co., 330 U.S. 422 (1947). 


(1928) v. Kuykendall, 267 U.S. 307 (1925); Bush v. Maloy, 267 U.S. 317 
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In the leading case of McGoldrick v. Berwind-White Co.,"* a Penn- 
sylvania company maintained an office in the city of New York where 
it made contracts for the sale and delivery of coal to customers in 
the City. The coal company contested the constitutionality of the 
City sales tax which provided that all sales made in the City should 
be subject to the tax, notwithstanding the fact that the goods were 
later shipped in interstate commerce directly to the purchaser in the 
City from a point outside the City. The Court rejected the conten- 
tion that the state was exercising powers conferred upon Congress by 
the Constitution. The tax, observed the Court, was on the “in state 
purchases” rather than on interstate commerce; and the mere fact 
that the tax somehow affected interstate commerce did not render it 
void. It should be noted, however, that the seller maintained an office 
in the City for the purpose of soliciting business, and that the con- 
tract for the sale on which the tax was levied was entered into in the 
taxing City. To hold otherwise, would be to discriminate in favor 
of out-of-state companies doing business within the taxing state. 

On the other hand, in McLeod v. J. E. Dilworth Co.,* it was held 
that a Tennessee corporation which chose to stay out of Arkansas 
completely, except to send in its salesmen to solicit orders which had 
to be accepted, filled, and paid for in Tennessee before deliveries were 
made to the purchaser through a common carrier, would not have to 
collect the Arkansas sales tax imposed on such purchases. Under 
the circumstances, said the Court, to deny that the sale—‘transfer of 
ownership”—was made in Tennessee would be to destroy both legal 
and business notions.** It observed that an imposition of a sales tax 
on such transactions would be a projection of the powers of Arkansas 
beyond its boundaries and a violation of the Commerce Clause by the 
taxing of an interstate transaction. The Court has thus drawn its 
boundary line, marking off the limits of state power—a boundary line 
which, in the words of the Court, was “. . . none the worse for being 
narrow.”?® 

Unlike the sales tax, the use tax is not imposed by virtue of the 
state power to regulate commerce, but rather is levied on the privi- 
lege of the use and storage of goods within its borders.** So long as 
some period i.e. a “local incident,” can be found in which the goods 
purchased out of the taxing state are kept therein for such purposes, 


12 309 U.S. 33 (1940). 
18 322 U.S. 327 (1944). 
147d. at 330. 
15 Id. at 329. 


16 Henneford v. Silas Mason Co., Inc., 300 U.S. 577 (1937). 
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the imposition of the use tax on the purchaser will be upheld.**7 The 
fact that the user or storer is an interstate carrier, storing goods 
within the taxing state but for a short time and for the sole purpose 
of using them to repair its facilities, does not bar the state from impos- 
ing its use tax.** 

The difficulty arises where the taxing state attempts to force the 
foreign vendor to collect the use tax from the purchaser. In Felt & 
Tarrant Co. v. Gallagher,’® an Illinois corporation which delivered its 
product to every part of the Union solicited business through exclu- 
sive agents who were paid by commission. These agents had the use 
of an office rented in California by the corporation. As in the Dil- 
worth Co. case,?° all orders solicited by petitioner’s salesmen had to 
be approved by the home office in Illinois, and all payments had to 
be made directly to it. Nevertheless, when the case came before the 
Supreme Court" it was held that the taxing state could, by statute, 
make the out-of-state seller its agent for collection of its use tax. In 
reply to the contention that the taxing state was over-reaching its 
bounds, the Court observed that even though the Illinois corporation 
was not qualified to do business in California it did so by the mainte- 
nance of a selling office and a crew of salesmen for the solicitation of 
business. Having enjoyed the benefits of “doing business” within the 
taxing state, it may be subjected to the burdens imposed on it by the 
latter. 

In the preceding cases, the burden of collecting the use tax had 
been imposed upon companies enjoying the privilege of “doing busi- 
ness” within the taxing state, on sales made directly by or through 
their agencies therein. In 1941, however, in the leading cases of 
Nelson v. Sears, Roebuck & Co.,”* and Nelson v. Montgomery Ward 
& Co., Inc.,?* Iowa succeeded in enforcing the collection of its use tax 
by out-of-state mail-order houses through branch retail stores doing 
business in Iowa. None of the branches in the State solicited busi- 
ness for the mail-order houses in question, nor were they involved in 
any other way with those sales. All sales in question were made and 
shipped by the mail-order houses through the mail or common car- 


17 Southern Pacific Co. v. Gallagher, 306 U.S. 167 (1939) ; Pacific Telephone 
and Telegraph Co. v. Gallagher, 306 U.S. 182 (1939). 

18 Southern Pacific Co. v. Gallagher, 306 U.S. 167 (1939). Such a tax will 
be upheld against the user so long as the excise tax is not imposed directly 
upon the privilege of using instrumentalities in carrying on interstate trans- 
portation. 


19 306 U.S. 62 (1939). 
20 See note 15, supra. 
21 See note 21, supra. 
22 312 U.S. 359 (1941). 
23 312 U.S. 373 (1941). 
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riers directly to the purchasers. One of the many functions of the 
integrated use and sales tax, the Court pointed out on appeal, is to 
remove the buyer’s temptation to place his orders in another state in 
an effort to escape payment of tax on local sales. The fact that the 
mail-order houses were not within the taxing state and that all of 
their transactions were made through interstate commerce, did not, 
of itself, render the tax void as a tax on interstate commerce since 
it was not imposed on the method of delivery, but rather on the use 
of the goods within the taxing state. The Court observed that a com- 
pany not doing business within the state should not be saddled with 
the burden of collecting such taxes. But the respondent could not 
avoid the collection of the tax by merely departmentalizing itself. 
Since Iowa extended to respondents the privilege of “doing business” 
within the State, it was held that the State could impose burdens as 
the price of enjoyment of the full benefits of such privilege; this was 
true whether or not solicitations were made by the mail-order house 
within the State. What was for one purpose an interstate transaction 
became local in nature, solely because of the presence of the branch 
stores doing business within the same state, even though the two 
operations were unconnected within that state. The identity of enti- 
ties, rather than of operations, is the controlling factor. 

But what of an out-of-state seller maintaining no place of business 
in the taxing state, whose only contact with the taxing state is through 
solicitations by his agents, and who delivers the products thus sold 
through interstate commerce? Is he “doing business” within the tax- 
ing state to such an extent as to require him to collect the use tax for 
that state, or are such transactions wholly within interstate commerce 
and immune from such burdens imposed by the state? In General 
Trading Co. v. State Tax Commissioner,* it was held that such solici- 
tation amounted to “doing business” within the Felt & Tarrant Co., 
decision. It should be noted, however, that unlike the facts in the 
Felt & Tarrant Co. case, the vendor here did not maintain a business 
office in the taxing state, nor did his salesmen live there. Mr. Justice 
Jackson, dissenting, said : 


I recognize the pressure to uphold all manner of efforts to 
collect tax moneys. But this decision, by which one may not 
ship goods from anywhere in the United States to a purchaser 
in Iowa without becoming a non-resident tax collector, exceeds 


24 322 U.S. 335 (1944). In that case the petitioner corporation never quali- 
fied to do business in Iowa, nor did it maintain any there The property on 
which the use tax was laid was sent into Iowa through a common carrier in 
response to orders solicited by its traveling salesmen sent from its office in 
Minnesota. Furthermore, all orders were subject to final approval in Minne- 
sota, wherefrom the goods were shipped directly to the customer. 
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everything so far done by this Court. ... I can think of noth- 
ing in or out of the Constitution which warrants this effort to 
reach beyond the state’s own border to make out-of-state mer- 
chants tax collectors because they engage in interstate commerce 
with the State’s Citizens.”® 


Subsequently, in International Shoe Co. v. Washington,”® on facts 
similar to those in the Dilworth Co. and the General Trading Co. 
cases, the Court held that continuous and systematic solicitation within 
Washington by the agents of the Delaware corporation, plus some 
additional activity?’ there, were sufficient to bring the corporation 
within the “doing business” concept, and render it amenable to a suit 
brought out of its activities there. In the Jnternational Shoe Co. case, 
however, the State was not attempting to enforce the collection of its 
use tax laws, but rather to collect from the out-of-state seller unpaid 
contributions to the state unemployment compensation act. Whether 
this “minimum contact” by the “continuous and systematic acts” of 
the agents within the taxing state should be applied to an out-of-state 
seller to make him the tax collector for the state, is yet to be seen. 
Dictum in a more recent case,?* however, did indicate that no “local 
incident” sufficient to bring the transaction within the taxing power 
of the enforcing state existed where a corporation merely advertised 
in the taxing state or sent in drummers to solicit orders which were 
sent directly to the home office for acceptance, filling and delivery 
back to the buyer. 

The most recent case on the subject is Miller Brothers Co. v. State 
of Maryland.*® The complainant, a retail enterprise with its principal 
place of business in Delaware, was not qualified to do business, nor 
did it have a branch store or agent in the state of Maryland. It had 
no mail-order business nor did it accept orders by telephone. The 
extent of its contact with Maryland was confined to automatic mail- 
ing four times a year of general notices to all its customers, includ- 
ing those residing in Maryland. When merchandise purchased and 
paid for in Delaware was not taken away by the purchaser, the seller 
delivered it without added charge, either with its own truck or 
through a common carrier. The state of Maryland contended that 
in accordance with its statute,®° the complainant was bound to collect 


25 Id. at 340. 

26 326 U.S. 310 (1945). 

27 What “additional activity” is needed to create the “local incident,” is not 
specified by the Court, for it must logically be left to be decided in the indi- 
vidual cases as they arise. See note 4, supra. 

28 Norton Co. v. Department of Revenue, 340 U.S. 534, 537 (1951), citing the 
Dilworth Co. case with approval. 

2922 U.S.L. WrEEK 4181 (1954). 

80 Maryland Code, art. 81, §§ 368-396 (1951). 
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the use tax from its residents when they purchased goods in his place 
of business; that this had to be done whether such resident purchas- 
ers took purchased items with them or had them delivered. Peti- 
tioner, however, contended that the Maryland use tax law was uncon- 
stitutional since it conflicted with the commerce and the due process 
clauses of the Federal Constitution. The Court upheld petitioner’s 
contention, holding that the State lacked a sufficient “jurisdictional 
basis” to impose on the petitioner the burden of collecting the use tax. 

In the light of the foregoing authorities it is submitted that the 
attempt made by the state of Maryland in the Miller Brothers Co., 
case to extend the “local incident” and “doing business” concepts to 
an occasional delivery and periodical mailing of notices to its resi- 
dents, was properly checked.** It is indeed difficult to see what 
benefit the state of Maryland bestowed on the Delaware vendor to 
subject him to the burden of becoming its tax collector.*? Further- 
more, had it not been restricted, what is to prevent both Maryland 
and Virginia from forcing a District of Columbia vendor to collect 
their use taxes from his customers living in their respective states 
who make their orders in his store under similar circumstances? To 
do so would be to erect barriers to the freedom of movement across 
state borders and violate the very essence of the Commerce Clause; 
for no vendor would cherish the idea of setting up different accounts 
for the collection of the use tax of each state in the Union whose 
residents happen to purchase from him goods to be taken by them 
or be delivered to their residences. 


A tax upon a use so closely connected with delivery as to be 
in substance a part thereof might be subjected to the same objec- 
tions that would be applicable to a tax upon the sale itself.** 


31 [bid. The Court observed that “The practical and legal effect of the Mary- 
land statute as it has been applied to this Delaware vendor is to make the vendor 
liable for a use tax due from the purchaser. In economic consequence, it is 
identical with making him pay a sales tax. The liability arises only because of 
a Delaware sale and is measured by its proceeds. But at the time of the sale, no 
one is liable for a Maryland use tax. That liability arises only upon importa- 
tion of the merchandise to the taxing state, an event which occurs after the sale 
is complete and one as to which the vendor may have no control or even 
knowledge, at least as to merchandise carried away by the buyer. The conse- 
quence is that liability against the Delaware vendor is predicted upon use of 
the goods in another state and by another person. We do not understand the 
State to contend that it could lay a use tax upon mere possession of goods in 
transit by a carrier or vendor upon entering the State, nor do we see how such 
a tax could be consistent with the Commerce Clause.” Jd. at 4182. 


82 “The simple but controlling question is whether the state has given any- 
thing for which it can ask return.” Wisconsin v. J. C. Penny Co., 311 U.S. 
435, 444 (1940). 


83 Henneford v. Silas Mason Co., Inc., 300 U.S. 577, 583 (1937). 
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II 
THE Usre TAX AND THE DuE Procrss CLAUSE 


Historically, the jurisdiction of state courts to render judgment in 
personam is based on their de facto power over the person of the 
defendant.** Therefore the presence of the defendant within the terri- 
torial jurisdiction of the court was a prerequisite to its rendition of a 
judgment personally binding on him.** Now that the capias de re- 
spondendum has given way to personal service of process, due process 
requires that in order to subject a defendant to a judgment in per- 
sonam, he need only have certain minimum contacts with the terri- 
tory of the forum so that the maintenance of the suit there does not 
offend “. . . the traditional notions of fair play, and substantial 
justice.”’** 

The “minimum contact” or the “local incident,” giving rise to the 
prerequisite of “presence” within the taxing state to satisfy the due 
process clause, varies with the subject matter. A state imposing a 
sales or use tax can more easily meet this burden, because the impact 
of those taxes is on the local buyer or user rather than on the seller.*” 
In some cases it has been held, therefore, that the mere storing for 
very short periods of goods to be used in repairing the facilities of a 
wholly interstate activity subjects the owner to a use tax.** It has 


also been held that the continuous and systematic solicitation by sales- 
men in the taxing state, plus some other activity there, suffices to 
create a “local incident.”*® On the other hand, it is generally recog- 
nized that the casual presence of a corporation’s agent, or isolated 
activity on his part in behalf of his corporation in the taxing state, is 
not sufficient to subject the corporation to suit on causes of action 
unconnected with the activities there.*° 


CoNCLUSION 


No one would rightfully disagree with the principle that one doing 
business within a state should also be required to bear the burdens 
imposed upon him by that state as the price of enjoyment of the full 
benefits flowing from that business.** On the other hand, no state 
should be allowed to extend its powers beyond its borders and unduly 


84 Pennoyer v. Neff, 95 U.S. 714 (1878). 

35 [bid. 

36 Milliken v. Meyer, 311 U.S. 457, 463 (1940). 

37 Norton Co. v. Department of Revenue, 340 U.S. 534 (1951). 

38 Southern Pacific Co. v. Gallagher, 306 U.S. 167 (1939) ; Pacific Tel. & Tel. 
Co. v. Gallagher, 306 U.S. 182 (1939). 

39 See note 26, supra. 

40 International Shoe Co. v. Washington, 326 U.S. 310 (1945). 

41 See note 30, supra. 
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impede commerce between the states of the Union.*? The field of 
disagreement, however, is in the definition and application of the 
much-used “local incident” theory on which the “doing business” 
concept is largely based. Whether certain facts give rise to a “local 
incident” sufficient to give a state power to force a foreign vendor to 
collect its use tax for it, is a factual matter to be decided by the Court. 
Nevertheless, it is felt that great restraint should be exercised in 
employing this theory to broaden the sphere of state powers, for: 


. .. the situation is difficult to think of in which some incident 
of an interstate transaction taking place within a State could not 
be segregated by an act of mental gymnastics and made the ful- 
crum of the tax. All interstate commerce takes place within the 
confines of the States and necessarily involves “incidents” occur- 
ring within each State through which it passes or with which it 
is connected in fact. And there is no known limit to the human 
mind’s capacity to carve out from what is an entire or integral 
economic process particular phases or incidents, label them as 
“separate and distinct” or “local,” and thus achieve its desired 
result.** 

YeHupA H. ABRAMS. 


CONGRESSIONAL INVESTIGATION OF SUBVERSIVE 
ACTIVITIES WHERE THERE IS DANGER 
OF STATE PROSECUTION 


INTRODUCTION 


In the exercise of its legislative function,’ Congress in recent years 
has attempted to expose the Communist conspiracy.?, While its com- 
mittee hearings have produced evidence of present subversion within 
the United States, its efforts fully to investigate this danger have been 
thwarted.* The records of committee hearings are replete with in- 
stances in which identified Communists and fellow travelers have re- 
fused to testify when an inquiry touches an area concerning their 


42 McLeod v. J. E. Dilworth Co., 322 U.S. 327 (1944). 
43 Nippert v. Richmond, 327 U.S. 416, 423 (1946). 


1 McGrain v. Daugherty, 273 U.S. 135 (1927), holding that the potentiality 
that legislation might ensue is the measure of the power of inquiry. 

2See 60 Strat 812, 828 (1946); Interim Report of Hearings Regarding 
Communist Espionage in the United States Government, 80th Cong., 2d Sess. 1 
(1948). For exposé see Documentary Proof that the Communist Party, U.S.A., 
Teaches and Advocates the Overthrow and Destruction of the United States 
Government by Force and Violence, 82nd Cong., Ist Sess. (1952). 

3 See Carr, The Un-American Activities Committee and the Courts, 11 La. 
L. Rev. 282; Notes: 49 Cor. L. Rev. 87 (1949); 61 Yate L. J. 105 (1952). 
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party membership.* A witness has the constitutional privilege, under 
the Fifth Amendment, of declining to answer this type of question 
since membership in or affiliation with the Communist Party makes 
future prosecution under the Smith Act® more than a “mere imag- 
inary possibility”. Unless an effective immunity statute replaces 
the prohibition of the Fifth Amendment, these witnesses will continue 
to assert their privilege in legislative committee hearings, and the 
legislative function will suffer.” 

When the interest of the national security in exposing Communist 
activities and in unlocking the secrets of political subversion over- 
balances the disadvantages of relinquishing the right of prosecution, 
it is to be expected that Congress will abrogate the constitutional 
privilege, giving in return a statutory amnesty. The passage by the 
Senate of A Bill To Amend the Immunity Provision Relating to 
Testimony Given by Witnesses Before Either House of Congress or 
Their Committees* would indicate that such an overbalance has now 
been reached. 


I 
THE PROBLEM INVOLVED IN THE GRANTING OF IMMUNITY 


The present statute granting immunity to witnesses testifying be- 
fore Congress prohibits the use of testimony as evidence in any subse- 


quent prosecutions against the witness. Under this grant of im- 
munity a witness cannot be compelled to answer self-incriminatory 
questions” since an immunity statute, to be an effective substitute 
for the Fifth Amendment, must be as broad in scope and effect as 


4See Senate Subcommittee Report on Subversive Influence in the Educational 
Process, 83rd Cong., [st Sess. 31 (1953) for a table of 93 witnesses who in- 
voked the protection of the Fifth Amendment during one investigation and the 
conclusions and recommendations of the subcommittee. 

554 Strat 670-1 (1940), now incorporated in 18 U.S.C. § 2385 and § 2387 
(Supp. 1952). 

6 Blau v. United States, 340 U.S. 159 (1950); Brunner v. United States, 
190 F.2d 167 (9th Cir. 1951), rev'd per curiam 343 U.S. 918 (1952) citing the 
Blau case,supra. 

7 See 96 Conc. Rec. 12234-83 (1950). 56 witnesses were cited for contempt 
and prosecutions ordered. For results in three of these cases, see United States 
v. Fitzpatrick, 96 F. Supp. 491 (D.D.C. 1951); United States v. Jaffe, 98 
F. Supp. 191 (D.D.C. 1951); United States v. Emspak, 95 F. Supp. 1010 
(D.D.C. 1951). See also United States v. Bryan, 339 U.S. 323 (1950) holding 
that the privilege may be asserted against the legislative committees. 

8S. 16, 83rd Cong., Ist Sess. (1953), which passed the Senate July 9, (legis- 
lative day, July 6), 1953. See Glikstein v. United States, 222 U.S. 139 (1911), 
holding that Congress may compel testimony provided it grants an immunity 
commensurate with the protection guaranteed by the constitutional limitation; 
accord, McCarthy v. Arndstein, 266 U.S. 34 (1924). 

918 U.S.C. 3486 (Supp. 1952). This includes state prosecutions. Adams 
v. Maryland, 22 U.S.L. Weex 4150 (1954). 

10 Counselman v. Hitchcock, 142 U.S. 547 (1892). 
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the constitutional privilege itself..1 In Counselman v. Hitchcock,” 
the first landmark case to define the scope of protection which an 
immunity statute must provide in order to be a constitutional substi- 
tute for the privilege, the Supreme Court held that the privilege 
against self-incrimination could not be supplanted by a statute which 
fails to preclude prosecution of a witness after he is compelled to 
answer an incriminating question. It is patent that the curtailed 
immunity of the present statute does not meet this minimum standard. 
It does not prohibit future prosecutions; it only prohibits the use 
of certain evidence in future prosecutions. To remedy this defect 
the proposed law'* was modeled after the Compulsory Testimony 
Act of 1893** which was originally drafted to meet the test of coex- 
tensiveness set forth in the Counselman*™ case. The language of the 
1893 Act and of the presently proposed legislation manifest the clear 
intent of Congress to make a full substitute for the constitutional 
privilege.*® 

The granting of an immunity from prosecution is a power of such 
magnitude that it cannot be exercised lightly.’ Numerous consider- 
ations must be weighed in each case to determine whether the dis- 
closures desired justify the interference with law enforcement. In 
this fine balancing the degree of anticipated interference becomes an 
important factor.** It is here that concurrent national and state anti- 
sedition laws raise troublesome questions. Unless the Smith Act’® 
preempts the field of anti-sedition laws, under the dual-sovereignty 


11 United States v. ty 339 U.S. 323, 336 (1950) ; Smith v. United States, 
337 U.S. 137, 146-7 (1949). 

12 Supra, at note 10: “We are clearly of opinion that no statute which leaves 
the party or witness subject to prosecution after he answers the criminating 
questions put to him, can have the effect of supplanting the privilege conferred 
by the Constitution of the United States.” Jd at 585. 

18S. 16, 83d Cong., Ist Sess. (1953). 

1427 Strat. 443 (1893), 49 U.S.C. 46 (1946). Similar immunity statutes 
were later enacted to compel testimony under the Sherman Act and the Inter- 
state Commerce Act in 32 Star. 904 (1903), 15 U.S.C. 32, 49 U.S.C. 47 (1946). 

15 142 U.S. 547 (1892). 

16 The language of Senate Bill 16 is broad enough to support state immunity 
if it is necessary: “ - no such witness shall be prosecuted or subjected to any 
penalty or forfeiture for or on account of any transaction, matter or thing 
concerning which after he has claimed his privilege against self-incrimination 
he is nevertheless so — to testify. . . .” See United States vy. Burni- 
son, 339 U.S. 87, 91-2 (1950 

17 S. Rep. 183, 83d Cong., Ist Sess., App. B, ltr. of 27 Mar. 1953 addressed 
to Sen. Langer; see also Individual View of Sen. Kefauver, Part 2, ibid. 

18 See Senate debate in 99 Cong. Rec. 8646-8663 (July 9, 1953). 

1954 Stat. 670-1 (1940), 18 U.S.C. 2385 (Supp. 1952). 

20 For conviction sustained under the Smith Act, see Dunne v. United States, 
138 F.2d 137 (8th Cir. 1943), cert. denied 320 U.S. 790 (1943). By 1950, 31 
States had Anti-Sedition Laws similar to the federal law. See GELLHORN, 
THE STATES AND SUBVERSION (1950) for collection of such statutes; see also 
Groner, State Control of Subversive Activities in the United S; tates, 9 Fep. 
B.. J. 61 (1947). But see Commonwealth v. Nelson, ——Pa——, 22 U.S.L. 
WEEK 2345 (1954) holding that the Smith Act bars Pennsylvania from prose- 
cuting a Communist Party member under that state’s anti-sedition law. 

7 
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doctrine the same act denounced by both the national and state govern- 
ments is an offense against the peace and dignity of both.”* If, there- 
fore, there is a reasonable probability that the witness will be prose- 
cuted under an identical state law so that a federal “immunity bath” 
will not completely free dangerous and seditious persons from punish- 
ment, interference with prosecution is less serious. Immunity will 
be more freely given. If, on the other hand, a granted immunity 
precludes both federal and state prosecutions so that in practice as 
well as in theory there is a complete immunity, the interference be- 
comes much greater. Immunity will be granted more reluctantly. 


II 
THE THREAT OF STATE PROSECUTION 


Since Barron v. Baltimore** it has been a settled principle that the 
first eight amendments protect only against invasion of civil liberties 
by the federal government. The self-incrimination prohibition of 
the Fifth Amendment is directed exclusively to actions of the Federal 
Government and is a privilege of national citizenship only. The con- 
stitutional power of the Fifth Amendment does not restrict the opera- 
tions of a state government within its own sphere.”* This often leads 
to a conclusion that an immunity from federal prosecution alone would 
serve the same purpose as the constitutional privilege and satisfy 
the requirement of coextensiveness.** It is often suggested that in 
any federal investigation an immunity statute which replaces the 
protection of the Fifth Amendment may ignore the danger that com- 
pelled testimony may incriminate the witness under the laws of a 
state.2* This view is supported by the fact that the same act, de- 
nounced as a crime by both national and state governments, may be 
an offense against both, punishable by each and such double punish- 
ment does not violate the principle of double jeapordy.2* Even where 


21 E.g., where successive prosecutions in the same jurisdiction would be double 
jeopardy. The problem is otherwise where one statutory provision may be 
hypothetically violated without offending the others so that even in the same 
jurisdiction they may be separately punished. See Albrecht v. United States, 
273 U.S. 1 (1927); United States v. Lanza, 260 U.S. 377 (1922). 

227 Peters 243 (U.S. 1833). 

28 Twining v. New Jersey, 211 U.S. 78 (1908). The purpose of the Bill 
of Rights was to restrict the Federal Government. Accord, Gouled v. United 
States, 255 U.S. 298 (1921). 

24 This view is based on United States v. Murdock, 284 U.S. 141 (1931). 

25 See Dixon, The Fifth Amendment and Federal Immunity Statutes, 22 Gero. 
Wasu. L. Rev. 447, 470-2 (1954). But cf. United States v. Di Carlo, 102 
F. Supp. 597 (N.D. Ohio 1952); United States v. Pechart, 103 F. Supp. 417 
oe Cal. 1952); Notes, 66 Harv. L. Rev. 186 (1952); 4 Sran. L. Rev. 

97 (1952); 31 Tex. L. Rev. 433 (1953). 

26 To be distinguished from the doctrine that one act may embrace two or 
more offenses, e.g. counterfeiting and uttering are distinct crimes which cannot 
be pleaded in bar of one another even in the same jurisdiction. See Fox v. 
Ohio, 46 U.S. 447 (1846). 
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the federal and state offenses are identical, a federal pardon is not 
a total pardon.”” 

Whatever the merits may be of the proposition that the privilege 
protects only against prosecutions in the federal jurisdiction, a review 
of the leading cases in the field suggests that the question is by no 
means settled. 


III 
THE CASES 


The constitutionality of the Compulsory Testimony Act?* of 1893 
was first sustained in Brown v. Walker*® by a closely divided court. 
In examining this immunity statute technique, the Court held that 
the statute served the same purpose as the Fifth Amendment and 
satisfied the requirements set forth in the Counselman*® case. It is 
significant that in this classic case it was urged by the petitioner 
that the immunity statute was not an adequate substitute for the 
constitutional privilege since the immunity conferred could only 
be an immunity from prosecution by the National Government. It 
was agreed that Congress did not have the power to grant immunity 
from state prosecutions. 

The issue of the danger of state prosecutions was squarely before 
the court. An auditor of a railway company had refused to testify 
before a grand jury concerning a charge that his company had vio- 
lated the Interstate Commerce Act. The majority of the court had 
difficulty in seeing how the petitioner, under the facts, could have 
even violated a federal law and concluded that his privilege was 
probably claimed for the purpose of shielding others. The majority 
evaluated the danger of foreign prosecution as even more remote 
than federal prosecution. State prosecution was only “a bare possi- 
bility’**—a danger it was never the object of the Constitution to 
obviate. The majority opinion rejected the argument of the petitioner 
with the rationale that though the immunity was intended to be 
general and applicable whenever and in whatever court prosecution 
may be had, here the danger from prosecution by a state was under 
the facts of the case too remote and unsubstantial to be considered. 
The minority opinions urged that the statute was not a substitute 
for the privilege where the danger of foreign prosecution was more 
than conjectural. All members of the court in Brown v. Walker** 


27 There is, however, a distinction between a grant of immunity and a par- 
don. The latter imputes guilt. Burdick v. United States, 236 U.S. 79 (isis). 

28 49 U.S.C. 46 (1946). 

29161 U.S. 591 (1896). 

30 142 U.S. 547 (1892). 

31161 U.S. 591, 608 (1896). 

32 This was a 5-4 decision, Mr. Justice Field dissenting in a separate opinion. 
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rejected outright a mechanical formula that “as a matter of law” 
the danger from prosecution under a state jurisdiction is too remote 
and unsubstantial to be considered. None of the three opinions, 
then, disposed of the case upon a theory that the Fifth Amendment 
did not protect a witness against the immediate dangers of state 
prosecution. 

It is now generally accepted that the court determines the propriety 
of the claim of the privilege against self incrimination.** As a prac- 
tical matter, any other rule would tend to obstruct justice. Only 
after it appears that the claimant is in danger, is he allowed wide 
judgment as to each particular question. Unless the danger of in- 
crimination is obvious, the onus is on the claimant to supply the 
court with an adequate basis for a decision.** In the absence of an 
apparent danger, a hypothetical claim of danger would not seem an 
adequate basis for the claim. In Hale v. Henckel,®® the claimant 
refused to testify before a grand-jury which was investigating vio- 
lations of the Sherman Anti-Trust Act by a company of which the 
claimant was secretary-treasurer. It was urged, inter alia, that the 
Tenth Amendment precluded Congress from granting immunity from 
state prosecution. The Supreme Court did not reopen the Brown v. 
Walker*® rationale of federal supremacy, but decided the case on the 
narrower ground that the remote possibility that information given 
by a witness might be used under a state prosecution did not justify 
a refusal to answer. Inductively the rule of Brown v. Walker* re- 
mained unchanged. No showing was made or urged by the petitioner 
that the danger to him of state prosecution was clear and present. 

The Supreme Court in the later case of United States v. Murdock*™* 
purported to follow Hale v. Henkel.** Here, however, no mention 
was made of the reasonableness of the danger of state prosecution. 
This is the classic case which supports the view that a grant of im- 
munity may ignore the danger that a witness compelled to testify 
may thereby incriminate himself under state laws. Under the Mur- 
dock rationale the necessity of deciding the danger or probability of 
prosecution in state courts upon the facts of the individual case—the 


83 Hoffman v. United States, 341 U.S. 479 (1951) where the privilege against 
self-incrimination was extended to answers which reveal evidence or sources 
of evidence of a witness’ crime. For subsequent cases liberalizing this rule 
even further, see Recent Extensions of the Witnesses Privilege Against Self- 
Incrimination, 53 Cou. L. Rev. 275 (1953). 

84 Manson v. United States, 244 U.S. 362 (1917); Blau v. United States, 
340 U.S. 159 (1950). 

35 201 U.S. 43 (1906). 

36161 U.S. 591 (1896). 

37 Jd. 

38 284 U.S. 141 (1931). 

39 Supra, note 35. 
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hypothesis in Brown v. Walker*°—seemingly met a complete break- 
down. Here a federal taxpayer deducted certain sums from his 
federal income tax which he claimed he had paid to others. He re- 
fused to disclose the receipts, urging that the money was spent to 
bribe state officials so that he could pursue his business of gambling 
in violation of state laws. The Court in holding that the danger of 
state prosecution under these facts was not enough to invoke the 
protection of the Fifth Amendment, said, “. . . nothing of state 
concern was involved. The investigation was under federal law in 
respect to federal matters.”** The federal court, however, was not 
investigating an offense against the Federal Government which was 
concurrently an offense against the state laws.‘ This fact is ample 
to distinguish the Murdock case from the proposition set for in Brown 
v. Walker. 


IV 
THE DANGER TO INDIVIDUAL RIGHTS 


Unless the broad language of the Murdock case is limited by the 
above distinction, a loophole is presented which could be used by 
the Federal Government to evade the constitutional guarantee against 
self-incrimination. If the Federal Government can set a force in mo- 
tion which would directly result in state prosecution and conviction, 
it must be considered as a possible instrument in obtaining state 
prosecution and conviction. Unless there be checks upon that Govern- 
ment, the danger to private individuals looms large. If a federal 
agency should compel self-incriminatory testimony for state purposes 
only, this would of course be an evasive disregard of the Constitu- 
tional prohibition.*® The same danger arises, moreover, where there 
is a minutia of a federal interest in the field of investigation and there 
is an immunity only from federal prosecution.** It is not difficult 
to visualize a fact situation where the federal interest might be subor- 
dinated to a desire for social or political revenge. 


40—n Burr’s trial, 1 Burr’s Trial 244, the court said: “The court ought never 
to compel a witness to give an answer which discloses a fact that would form 
a necessary and essential part of a crime which is punishable by the laws.” 
In the Brown case the court did not overrule this decision, but merely held that 
the danger of state prosecution was not a real one under the facts of the case. 

41 Supra, note 38, at 149. 


42 They were distinct in point of law. Here the powers of the Federal Gov- 
ernment and of the State, although exercised in the same territorial limits, 
were separate and independent and within independent spheres of interest. See 
Ableman v. Booth, 21 How. 506, 516 (U.S. 1858). 

43 United States v. Saline Bank, 1 Peters 100 (U.S. 1827). 


_ **McGrain v. Daugherty, 273 U.S. 135 (1924); where the inquiry is per- 
tinent to the investigation, the validity of the investigation for legislative pur- 
poses is presumed. 
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The raison d’etre of the Fifth Amendment is to prevent the Federal 
Government from being an instrument in the emasculation of the 
common-law guarantee against compulsory self-incrimination.** The 
Fifth Amendment does not protect an individual in his capacity as a 
citizen of a state. Under the Murdock decision a witness, as a federal 
citizen, cannot draw a magic circle around a matter concerning his 
federal citizenship by a claim of danger of state prosecution where 
there are two complete spheres of interest made tangent only by the 
fortuitous acts of the individual. This case did not decide the ex- 
tent of the privilege where these spheres of interest move one within 
the other and which under the United States v. Lanza*® doctrine 
would permit successive prosecutions. In the Murdock case the sub- 
ject of inquiry was not coterminous with the state inquiry. The 
Federal Government had not the remotest interest in the state crime.*” 
Under these facts it would be uncandid to suggest the Federal Govern- 
ment would be willing to use its power and offices to discover evi- 
dence for the state’s benefit. That danger to say the least was re- 
mote. This conclusion if set down as a matter of law would do no 
violence to the purpose of the Fifth Amendment. 

The process of compelling a witness to furnish evidence against 
himself proved highly successful for the inquisitorial methods em- 
ployed by the Star Chamber and the High Commissioner.** Yet, 
with the odium that eventually attached to those courts, there also 
originated an opposition to this violation of personal security.*® Orig- 
inating to prevent the substitution of the whip and pillory®® for the 
common-law witness stand, the doctrine later extended the privilege 
of silence to defendants in accusatorial situations. Today the priv- 
ilege can be claimed in any proceedings in which testimony is taken.™ 

It has been suggested that the privilege is a mischief and should 
be abolished or limited.®* Yet the attitude of the Supreme Court 

45 See Grant, Immunity From Contos? Self-Incrimination in a Federal 
System of Government, 9 Temp. Q. 57 (1934); Corwin, The Supreme 
ames Construction of the Self- pt RR Clause, 29 Micu. L. Rev. 1 
(1930) 

46 260 U.S. 377 (1922); there the Eighteenth Amendment expressly "2 
o no concurrent jurisdiction. See Westfall v. United States, 274 U 
256 (192 

47 The only interest concerned a federal Income Tax return. 

48 For history of the privilege, see Corwin, op. cit. supra, note 45. 

498 WicMorE, EvipeNce 2250 (3d ed. 1940); Pittman, The Colonial and 
Constitutional History of the Privilege Against Self-Incrimination in America, 
21 Va. L. Rev. 763 (1935). 

50 Lilburne’s trial before the Star Chamber in 1637. Lilburne was whipped 
and pilloried for his refusal to answer interrogatories of the Star Chamber. 

51 See Corwin, op. cit. supra, note 45. 

52 Palko v. State of Connecticut, 302 U.S. 319 (1937): “Indeed, today as 
in the past there are students of our penal system who look upon the immunity 


as a mischief, rather than a benefit, and who would limit its scope or destroy 
it altogether.” Jd. at 325. 
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seems to be that this is a fundamental American safeguard of the 
individual. This attitude is evidenced in the numerous confession 
cases®** where the self-incrimination principle has most frequently 
been drawn in question.** 

If the reason for the growth of the common-law privilege against 
self-incrimination is used as a guiding principle, the proposition that 
immunity from federal prosecution is constitutionally sufficient to 
require a witness to answer incriminating questions seems most de- 
batable. If by one act a witness has committed an offense under the 
laws of both the Federal Government and state government and the 
offense is identical in nature, the interest of both governments are 
identical.**> Unlike exclusive interests, the national and state in- 
terests are blended into one design—to have the person punished. 
The danger of collaborative action places in the hands of the Federal 
Government a device which might well lead to the Star Chamber 
dangers. If a state compels testimony for the purpose of collaborat- 
ing with the Federal Government, that evidence is inadmissable in 
federal courts.** Thus by federal rules of evidence, collaboration is 
pro tanto discouraged. But no correlative rule or constitutional ob- 
jection can be raised in state courts to evidence obtained through a 
federal collaboration with the state.** With the subtle distinction 
between danger of federal prosecution and danger of state prosecution, 
there are times when the bait will be tempting for federal agencies. 


53 The privilege of self-incrimination and the principle of excluding forced 
confessions are not coextensive. Yet both principles overlap on the proposition 
that protection against testimonial self-incrimination is a fundamental right 
and both are premised upon the abhorrance of inquisitorial dangers. See, 
INBAU, SELF-INCRIMINATION (1950) where the author states that the primary 
purpose of the exclusionary evidence rule is to put an end to the practice of 
extracting incriminating statements from accused persons. 

54 The rule excluding forced confessions was at first simply an evidence 
rule which excluded the confessions on a theory of risk of untrustworthiness. 
Soon there evolved from the exclusionary rule a broader objective embracing 
the philosophy against inquisitorial methods. See Ashcraft v. Tennessee, 322 
U.S. 143 (1944); Watts v. Indiana, 338 U.S. 49 (1949); Morgan, The 
Privilege Against Self-Incrimination, 34 Minn. L. Rev. 1 (1949). 

55 Commonwealth vy. Nelson, ——Pa.—— U.S.L. WereK 2345 (1954). 


56 The Supreme Court has adopted the view that the Constitution requires 
suppression of illegally obtained evidence in a federal court. Weeks v. United 
States, 232 U.S. 383 (1914). Cf. Wolf v. Colorado, 338 U.S. 25 (1949). 
In Feldman v. United States, 322 U.S. 487 (1944), the Court said: “While evi- 
dence secured through unreasonable search and seizure by federal officers in 
inadmissable in a federal prosecution . . . incriminating documents so secured 
by state officials without participation by federal officers but turned over for 
their use are admissable in a federal prosecution.” Jd. at 492. Thus testimony 
compelled under a state immunity statute would be admissable in a federal 
prosecution only if there has been no collaboration. 

57 But see People v. Den Uyl, 318 Mich. 645 (1945) and State ex rel. v. Kelley, 

Fla, 22 U.S.L. Weex 2451 (1954) granting a privilege against self 
incrimination where the witness claimed a danger of federal incrimination. 
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With the legislative power to punish for contempt,®* a witness may 
find the choice between a federal jail for contempt or a state jail upon 
conviction of the statutory offense to be no choice at all. 

Often there are mixed motives in congressional committee hear- 
ings.°® Publicity seeking investigators have focused national atten- 
tion upon this fact. It is not far fetched to say that a legislative in- 
vestigation may be no more than a protection shell covering the true 
reason for compelled testimony.°° Even if the real purpose of the 
inquiry is to put a Communist behind bars rather than to obtain 
information for legislative purposes, the courts cannot be expected 
to ascertain the overriding motive of a Congressional inquiry. Im- 
munity from federal prosecution in exchange for the release by the 
witness of his properly claimed privilege does not as a practical matter 
lay to rest the political or social interest of the committee in having 
the witness punished. If there are state laws that prohibit the same 
act, immunity from federal prosecution does not eliminate the federal 
interest in a confession of guilt. 


The simple and peaceful process of questioning breeds a readi- 
ness to resort to bullying and to physical force and torture. If 
there is a right to an answer, there soon seems to be a right to 
the expected answer,—that is to a confession of guilt. Thus the 
legitimate use grows into the unjust abuse; ultimately the inno- 
cent are jeopardized by the encroachments of a bad system.* 


If the extreme complexity of modern legislative problems requir- 
ing immunity statutes is allowed to place this greater burden upon 
individuals, it must be concluded that the ancient privilege against 
self-incrimination embodied in the Fifth Amendment and directed 
to the Federal Government has softened to such a degree that the 
government may evade its very purpose. From this standpoint the 
soundness of the present attitude toward the dangers of state prose- 
cution is in need of re-examination. 


58 See Potts, The Power of Legislative Bodies to Punish for Contempt, 74 
Pa. L. Rev. 691 (1926). 

59 The inquiry of a congressional committee is not limited to any particular 
issue nor are there standard rules of procedure governing the hearings. 

6° Townsend v. United States, 95 F.2d 352 (1938): “Within the realm of 
legislative discretion, the exercise of good taste and good judgment in the 
examination of a witness must be entrusted to those who have been vested with 
authority to conduct such investigations. . . .” Jd. at 361. 

61 A legislative purpose will be presumed in 2 suthorising congressional inves- 
tigation. McGrain v. Daugherty, 273 U.S. 135, 161 (1927). The only re- 
quirement seems to be that the inquiry be pertenant to the investigation. United 
States v. Rumely 345 U.S. 41 (1953). 


628 WicmorE, Evipence § 2251 at 309 (3d ed. 1940). 
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V 
CoMPLETE IMMUNITY UNDER ANTI-SEDITION Laws 


The Congressional investigations in the Communist field presses 
this question to the fore. Here the sphere of the federal interest 
is more than fortuitously tangent to the sphere of the state interest. 
Answers to party membership may not only incidentally implicate 
a witness in a state crime; they may directly do so.®* As long as the 
national and state governments can act separately and independently 
of each other within their respective spheres there is no reason to 
grant an immunity to state prosecution in exchange for the privilege 
of the Fifth Amendment. It is only when the spheres overlap by 
the presence of identical criminal laws that the protection of the Fifth 
Amendment cannot be replaced by an immunity limited to federal 
prosecution. The Federal Government is prohibited from compelling 
testimony unless the immunity is coextensive with the constitutional 
privilege. It is not the question of whether the witness stands as 
well after the compelled disclosure that is important. The important 
question is whether the Federal Government, here Congress, has as- 
sumed a power which can destroy the constitutional privilege against 
compulsory self-incrimination. The language of Senate Bill 16 is 
broad enough to support a contention of state immunity, and the 
granting of such immunity is within the constitutional power of Con- 
gress.** 

No rule is better settled than when acts of Congress, constitution- 
ally made, are in conflict with local laws, the latter are displaced.* 
This rule includes all state laws which might impede or alter Con- 
gressionl policies. The power of legislative inquiry cannot be limited 
because of the danger of state prosecutions. Congress has the power 
to replace the Fifth Amendment privilege with an immunity statute 
that is coextensive with the privilege.** If the scope of the privilege 
must include immunity from state prosecutions under certain condi- 
tions, no state law can properly interfere. Nor does this immunity 
from state prosecution involve a new contest of power between the 


63 See note 20, supra. 

64“But no such witness shall be prosecuted or subjected to any penalty or 
forfeiture for or on account of any transaction, matter or thing concerning which 
after he has claimed his privilege against self-incrimination he is nevertheless 
so compelled to testify, or produce evidence, documentary or otherwise.” S. 16, 
83d Cong., Ist Sess. (1953). 

65 Gibbons v. Ogden, 9 Wheat. 1 (U.S. 1824); Testa v. Katt, 330 U.S. 386 
(1947); Hill v. Florida, 325 U.S. 538 (1945); Bus Employers v. Wisconsin 
recast 340 U.S. 383 (1951); Adams v. Maryland, 22 U.S.L. Weex 4150 

66 Glikstein v. United States, 222 U.S. 139, 141 (1911). 
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two governments. Where there is a concurrent jurisdiction over 
the same subject matter, a state is vested with authority to legislate 
only in so far as the national government has not exercised a power 
inconsistent with that legislation.** Once the national government 
has acted within a field, it is generally the rule that this action super- 
sedes the state action construed to cover the same ground.** By 
statute, however, the entire federal criminal code has been deprived 
of whatever exclusive character it might have had.® A state law is 
still in effect though Congress has provided a penalty for the same 
offense.”° 

If the granting of an immunity from state prosecution of the same 
offense is a prerequisite to the compulsion of testimony, a choice 
made by the Congress to grant such an immunity is no more than 
a manifestation of a congressional intent to vest exclusive jurisdic- 
tion in the Federal Government for that individual case. The com- 
pelling of testimony would be an affirmative action to override the 
non-exclusiveness of the federal crime. In all other cases the juris- 
diction would remain concurrent. 


CONCLUSION 


Time will show the accuracy of the assumption that under certain 
conditions an immunity that is coextensive with the constitutional 
privilege must include an immunity from state prosecution. Until 
the Supreme Court weighs the seriousness of the challenge that this 
issue presents to the individual’s rights, no determinative rule can 
be laid down. It can be stated with certainty, however, that the 
problem has not been conclusively settled. Congressional committees 
cannot be sure that seditious persons, if granted an immunity under 
an immunity statute patterned after Senate Bill 16, will not be com- 
pletely free from all prosecutions under federal or state anti-sedition 
laws. The problem of interference with the law enforcement agen- 


67 Houston v. Moore 5 Wheat. 1 (U.S. 1820); Cloverleaf Butter Co. v. 
Patterson, 315 U.S. 148 (1942); see Bikle, The Silence of Congress, 41 Harv. 
L. Rev. 200 (1927). 
as Washington R.R. Co. v. State of Washington, 270 U.S. 87, 101 

692 Stat. 404 (1806), 18 U.S.C. 547 (1946). Since the passage of this 
statute in 1806 there has been a general accord on the proposition that both 
the state and federal governments may exercise concurrent jurisdiction in 
criminal matters. 

_ ™An independent criminal liability to both state and federal governments 
is recognized in Screws v. United States, 325 U.S. 91 (1945). See In re 
Loney, 134 U.S. 372 (1890); New York v. Eno, 155 U.S. 89, 92 (1894) ; 
Gilbert v. Minnesota, 254 U.S. 325 (1920). But see contra Commonwealth 
v. Nelson ——Pa.— (1954), supra note 20. 
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cies therefore being more involved, Congress should weigh this ele- 
ment prior to electing to grant immunity.” 


ANDREW J. VALENTINE. 


THE RIGHT OF SILENCE BEFORE CONGRESSIONAL 
COMMITTEES: FIRST AMENDMENT GUARANTEES 


There is no provision of our Constitution more venerated by the 
people or respected by the legislatures and the courts than the First 
Amendment. This segment of the Bill of Rights provides that 


Congress shall make no law respecting an establishment of 
religion, or prohibiting the free exercise thereof; or abridging 
the freedom of speech, or of the press; or of the right of the 
people peaceably to assemble, and to petition the Government 
for a redress of grievances.” 


Although this Amendment was not intended to give immunity for 
every possible use of language,® it does forbid legislation which bur- 
dens, abridges, restricts or punishes the advocacy of ideas through 
the exercise of speech, press or assembly.* It is upon the unimpaired 
exercise of these rights that popular self government depends.’ It 
is, therefore, an axiom of American law that the expression of un- 
popular and unorthodox ideas is privileged, and the freedom to differ 
is not limited to insignificant matters. In this respect, witnesses 
subpoenaed to testify at congressional committee hearings have sought 
to use the First Amendment as a privilege entitling them to remain 
silent when questioned by a committee.’ 


71 This is particularly so in view of the recent case of Adams v. Maryland, 
22 U.S.L. Week 4150 (1954) which held that under the present statute, supra 
note 9, immunity extends to include the use of testimony in state prosecutions. 
Subsequent use of a witness’ testimony in any criminal proceedings is pro- 
hibited. Is it such a broad step from the Adams case to an immunity from 
state prosecution? But see Dixon, The Fifth Amendment and Federal Im- 
munity Statutes, 22 Gro. Wash. L. Rev. 554 (1954) suggesting that the Adams 
case will not be extended that far. 

1 See Murdock v. Pennsylvania, 319 U.S. 105 (1943) (dissenting opinion of 
Mr. Justice Reed). 

2U.S. Const. AMENp. I. 

3“... the First Amendment while prohibiting legislation against free speech 
as such cannot have been, and obviously was not, intended to give immunity for 
yee! possible use of language.” Frohwerk v. United States, 249 U.S. 204, 206 
( ). 

4 Terminiello v. Chicago, 337 U.S. 1 (1949); Thomas v. Collins, 323 U.S. 
516 (1945); Herndon v. Lowry, 301 U.S. 242 (1937) ; Murdock v. Pennsyl- 
vania, supra, note 1. 

5 De Jonge v. Oregon, 299 U.S. 353 (1937). 

® West Virginia Board of Education v. Barnette, 319 U.S. 624, 642 (1943). 

7 Emspak v. United States, 203 F.2d 54 (D.C. Cir. 1952), cert. granted, 346 
U.S. 809 (1953); Barsky v. United States, 167 F.2d 241 (D.C. Cir. 1948), 











THE GEORGE WASHINGTON LAW REVIEW 


I 
RicHT OF SILENCE 


The question arises as to whether such an “exemption” exists in 
favor of a witness before a congressional committee, based upon the 
individual’s interest in privacy. It has been urged that freedom of 
speech does not encompass freedom to remain silent, as they are said 
to be based on different characteristics and considerations,® i.e., that 
freedom of speech is a protection of the national interest, in that 
safety of democratic government lies in open discussion, while free- 
dom of privacy has to do with the private interest in an individual’s 
right to be left alone and “mind his own business.”® The validity of 
this distinction is doubtful. The public interest in a free democratic 
government is the same public interest in an individual’s right to the 
pursuit of happiness without governmental interference. 

In West Virginia Board of Education v. Barnett,’ one of the few 
cases dealing with this aspect of the First Amendment, the Supreme 
Court upheld an injunction prohibiting compulsory flag salutes in the 
public schools. Certain of the students, members of Jehovah’s Wit- 
nesses, had refused to comply with a statute requiring a flag salute 
on the ground that it conflicted with their religious beliefs. In declar- 
ing the statute to be unconstitutional as an infringement of the First 
and Fourteenth Amendments, Mr. Justice Jackson, speaking for the 
Court, said: 


If there is any fixed star in our constitutional constellation, it 
is that no official, high or petty, can prescribe what shall be ortho- 
dox in politics, nationalism, religion, or other matters of opinion, 
or force citizens to confess by word or act their faith therein. 
(Emphasis added. )** 


The Court, therefore, recognizes the right of the individual not only 
to exercise actively the rights granted by the Amendment, but his 


cert. denied, 334 U.S. 843 (1948); United States v. Josephson, 165 F.2d 82 
(2d Cir. 1947), cert. denied, 333 U.S. 838 (1948) ; Marshall v. United States, 
176 F.2d 473 (D.C. Cir. 1949), cert. denied, 339 U.S. 933 (1950); United 
States v. Rumely, 345 U.S. 41 (1953). 

8 Brief for United States, Barsky v. United States, supra, note 7. 

® Warren and Brandeis, The Right to Privacy, 4 Harv. L. Rev. 193 (1890). 

10 West Virginia State Board of Education v. Barnette, supra at note 6. 


11 This was reiterated by Mr. Justice Jackson, concurring in Thomas v. Col- 
lins, supra, 323 U.S. at 545, when he said, “It cannot be the duty because it is 
not the right of the State to protect the public against false doctrine. The very 
purpose of the First Amendment is to foreclose public authority from assuming 
a guardianship of the public mind through regulating the press, speech, and 
religion. In this field every person must be his own watchman for truth, 
because the forefathers did not trust any government to separate the true from 
the false for us.” 
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privilege to remain passive as well.** But it is to be remembered that 
such freedom is not unrestricted.1* When the exercise of freedom of 
press, speech, and assembly is designed to bring about a substantive 
evil, it is no longer privileged.** In delineating circumstances under 
which the privileges may be limited, the Court stated in the Barnette 
case, supra: 


It is now a commonplace that censorship or suppression of 
expression of opinion is tolerated by our Constitution only when 
the expression presents a clear and present danger of action of 
a kind the State is empowered to prevent and punish. It would 
seem that involuntary affirmation could be commanded only on 
even more immediate and urgent grounds than silence. But here 
the power of compulsion is invoked without any allegation that 
remaining passive during a flag salute ritual creates a clear and 
present danger that would justify an effort even to muffle expres- 
sion.*® 


II 
WHEN DokEs THE PRIVILEGE CEASE? 


Some of the most important and controversial questions involving 
the freedom of silence in political affairs are connected with the work 
of congressional investigating committees. The problem is whether 
a witness may refuse to answer material and relevant questions perti- 
nent to a lawful inquiry by a duly authorized committee of Congress 
upon the ground that they invade his constitutional right of privacy. 
The government is bound to protect itself from forces, both internal 
and external, which threaten its existence; yet it is morally and con- 
stitutionally obligated to safeguard and encourage the individual lib- 
erties of its citizens. The difficulty in striking the required balance 
has been emphasized by the investigation of subversive activities by 
Congress during the past few years. 

It is obvious that Congress must have the facts before it in order 
to produce intelligent and effective legislation. The power of inquiry 
with process to enforce it, though not expressly provided for in the 
Constitution, is necessary and appropriate to make the express legis- 
lative powers effective. Some contend that the power of inquiry has 
been abusively and oppressively exerted. While this may be so, the 
Supreme Court has held that the possibility of such abuse affords no 


12 See Pierce v. Society of Sisters, 268 U.S. 510 (1925). 

13 See note 3 supra. 

14 Gitlow v. New York, 268 U.S. 652 (1925); Abrams v. United States, 250 
U.S. 616 (1919) ; Schenck v. United States, 249 U.S. 47 (1919); Herndon v. 
Lowry, supra note 4. 

15 319 U.S. at 633. See also Thomas v. Collins, 323 U.S. at 530; Abrams v. 
United States, supra note 14 (dissenting opinion of Mr. Justice Holmes) ; 
Bridges v. California, 314 U.S. 252 (1941). 
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grounds for denying the power. Mr. Justice Van Devanter, speak- 
ing for the Court, in McGrain v. Daugherty,** said, “The same con- 
tention might be directed against the power to legislate, and of course 
would be unavailing.”*7 While the power of inquiry is not absolute, 
the courts, who are the ultimate arbiters of the limits of such inquiry, 
have hitherto interfered only infrequently and with considerable 
reluctance.”* 

Before a committee may consider the witness’ refusal to answer 
a question as contempt,’® two conditions must be met. First, the 
question must be pertinent to the subject under inquiry and, secondly, 
the answer must not be privileged. Since there has been no express 
definition of pertinency by the courts” a difficult situation arises, i.e., 
a question which is pertinent to one inquiry may be privileged, though 
pertinent, in another inquiry.** Assuming for the purpose of this 
article that the question is pertinent, however, the privilege claimed 
by the witness comes directly into play. Before the claim of privilege 


16 273 U.S. 135 (1926). 

17 Td. at 175. 

18 “Whenever constitutional limits upon the investigative power of Congress 
have to be drawn by this Court, it ought only to be done after Congress has 
demonstrated its full awareness of what is at stake by unequivocally authoriz- 
ing an inquiry of dubious limits. Experience admonishes us to tread warily in 
this domain.” United States v. Rumely, 345 U.S. 41 (1953). 

19 52 Strat. 942 (1938), 2 U.S.C. § 192 (1952) provides: Every person who 
having been summoned as a witness by the authority of either House of Con- 
gress to give testimony or to produce papers upon any matter under inquiry 
before either House, or any joint committee established by a joint or concur- 
rent resolution of the two Houses of Congress, or any committee of either 
House of Congress, willfully makes default, or who, having appeared, refuses 
to answer any question pertinent to the question under inquiry, shall be deemed 
guilty of a misdemeanor, punishable by a fine of not more than $1,000 nor less 
than $100 and imprisonment in a common jail for not less than one month nor 
more than twelve months.” 

20 Examples of what the courts have considered pertinent afford some guide 
to the witness: In the course of an investigation into the acts and conduct of 
any person or group, their methods of raising and collecting money is pertinent, 
Townsend v. United States, 95 F.2d 352 (D.C. Cir. 1938), cert. denied, 303 
U.S. 664 (1938); questions concerning membership in the Communist Party 
are pertinent to a congressional investigation into subversive activities, Barsky 
v. United States, supra note 7. But questions as to how a witness made the 
money which he admittedly contributed to the campaign of a candidate for the 
office of Senator have been held not pertinent in an investigation by the Senate 
into the candidate’s election, United States ex rel. Cunningham v. Barry, 29 
F.2d 817 (3rd Cir. 1928), rev’d on other grounds, 279 U.S. 597 (1929); and 
questions as to the names of purchasers of books of a particular political incli- 
nation have not been held to be pertinent to an investigation of lobbying activi- 
ties, Rumely v. United States, supra note 18. 

21 Although there is no court authority to sustain this contention, an example 
would be a Congressional committee investigating overtime pay on Sundays for 
railroad workers. A question as to the religious affiliations of a witness might 
be remotely pertinent, but would probably be privileged as an invasion of pri- 
vate affairs, while the same question asked by a committee investigating foreign 
aid to a Near Eastern nation, which is governed by the leaders of the state 
religion, would be pertinent and not privileged. 
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may be upheld, there must be a weighing of the privilege as against 
the witness’ general duty to testify. In this respect the Court stated 
in United States v. Bryan:?* 


Certain exemptions from attending, or having attended, giv- 
ing testimony, are recognized by all courts. But every such 
exemption is grounded in a substantial individual interest which 
has been found, through centuries of experience, to outweigh 
the public interest in the search for the truth. Dean Wigmore 
stated the proposition thus: “For more than three centuries it 
has now been recognized as a fundamental maxim that the public 
(in the words sanctioned by Lord Hardwicke) has a right to 
every man’s evidence. When we come to examine the various 
claims of exemption, we start with the primary assumption that 
there is a general duty to give what testimony one is capable of 
giving, and that any exemptions which may exist are distinctly 
exceptional, being so many derogations from a positive general 
rule.” (Wigmore, Evidence (3d ed.) § 2192).*% 


It should be noted, also, that whether or not there may be a refusal 
to testify is not a matter for a witness to decide. The orderly proc- 
esses of legislative inquiry require that the committee initially make 
such decision ;?* the ultimate determination, however, is a function of 
the court.*5 

The constitutionality of the assumption of a general investigatory 
power abridging the freedom of silence has been upheld in two cases 


by two Courts of Appeals.2* In United States v. Josephson," the 
defendant was convicted for contempt of Congress under 2 U.S.C. 
§ 192?§ for refusing to be sworn or to testify when summoned to 
appear before the House Un-American Activities Committee.”® 
Affirming the conviction, the court held, inter alia, that the investiga- 
tion was not invalid as an unconstitutional excursion into the area 
protected by the First Amendment, and that there was no “legal 


22 339 U.S. 323 (1950). 

23 Td. at 331. 

24 Townsend v. United States, supra note 20, at 361. 

25 Morford v. United States, 176 F.2d 54 (D.C. Cir. 1949), rev’d on other 
grounds, 339 U.S. 258 (1950). 

26 United States v. Josephson, 165 F.2d 82 (2d Cir. 1947), cert. denied, 333 
U.S. 838 (1948) ; Barsky v. United States, 167 F.2d 241 (D.C. Cir. 1948), cert. 
denied, 334 U.S. 843 (1948). 

27 See note 26 supra. 

28 See note 19 supra. 

29“The committee on Un-American Activities, as a whole or by sub-com- 
mittee is authorized to make from time to time, investigations of (i) the extent, 
character, and objects of un-American propaganda activities in the United 
States, (ii) the diffusion within the United States of subversive and un-Ameri- 
can propaganda that is instigated from foreign countries or of a domestic origin 
and attacks the principle of the form of government as guaranteed by our 
Constitution, and (iii) all other questions in relation thereto that would aid 
Congress in any necessary remedial legislation.” 60 Srat. 828 (1946). 
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restraint” upon the defendant’s freedom of speech.*® The dissent 
replied that Congress was without authority to invade the field of 
private opinion and expression, and that such an investigation consti- 
tuted a forbidden restraint upon the witness’ freedom of speech due 
to public condemnation and embarrassment. 

The validity of the resolution under which the same House Com- 
mittee acted was also upheld in Barsky v. United States.** The de- 
fendants, officers of the Joint Anti-Fascist Refugee Committee, were 
convicted for wilful failure to produce the records of the organiza- 
tion pursuant to subpoenas in violation of 2 U.S.C. § 192.5 Uphold- 
ing the constitutionality of the House Committee resolution,** Judge 
Prettyman, on behalf of the court, held that in view of the nature of 
Communism and the Communist Party, and the possibility of legis- 
lation upon this subject, “. . . Congress has power to make inquiry 
of an individual which may elicit the answer that the witness is a 
believer in Communism or a member of the Communist Party.”** 

In a vigorous dissent, Judge Edgerton stated that the investigation 
restricted the freedom of speech due to the forced disclosures of un- 
popular ideas and expressions, and furthermore, there was “no evi- 
dence in the record that propaganda has created danger, clear and 
present, or obscure and remote, that the government . . . will be 
overthrown by force or violence.”* 

The question presented by the Josephson and Barsky cases, with 
which this article is primarily concerned, is under what circumstances 
Congress may compel testimony regarding political opinions and 
affiliations which ordinarily would be protected from involuntary 
disclosure by the First Amendment. This question has not been 
decided heretofore by the Supreme Court, but it is interesting to note 
that the issue is now before the Court in Emspak v. United States.*® 
There the petitioner, testifying before the same House Committee, 
invoked the First Amendment when asked questions concerning his 
political affiliations.** He was convicted for contempt of Congress, 






















80 Other grounds for affirmance were: (1) defendant could not attack the 
Committee’s resolution for vagueness since he had refused to testify at all; (2) 
the court could not presume that Congress intended to pass no legislation or 
intended to pass invalid legislation; and (3) that the resolution was not invalid 
on the ground that not all “un-American” activities were to be investigated. 

31 Supra note 26. 

82 See note 19 supra. 

33 See note 29 supra. 

84 Barsky v. United States, supra, note 26, at 250. 

85 Jd. at 258. 

86 203 F.2d 54 (D.C. Cir. 1952), cert. granted, 346 U.S. 809 (1953). 


87 Hearings Regarding Communist Infiltration of Labor Unions—Part II 
(Security Measures Relating to Officials of the UERMUA-CIO), 81st Cong., 
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which conviction was affirmed on appeal by the court sitting en banc.** 
The case was argued before the Supreme Court, but, as yet, no deci- 
sion has been rendered.*® 


III 
Pusiic SAFETY Vs. PRIVATE INTEREST 
1. Priority of Legislative Purpose 


The most sensible argument with respect to infringement of free- 
dom of speech by forced disclosures was made by Judge Edgerton in 
his dissent in the Barsky case.*® He declared that the inquiries by 
the Committee in regard to Communist affiliations, do, as a matter 
of fact, restrict freedom of speech, since an individual will refrain 
from expressing his opinions for fear of public condemnation and 
economic reprisal. The beneficial policy behind the First Amend- 
ment, therefore, is denied complete fulfillment. 

In seeking to preserve our well being, however, some govern- 
mental programs force disclosures which may be a restraint of free 
speech. The court, in National Maritime Union v. Herzog,* indi- 
cated that the right to remain silent may be interfered with in two 
ways: in the accomplishment of a legislative purpose Congress may 
require an individual to make a statement specifically prescribed by 
it; or it may require generally that the individual make any statement 
essential to avert the anticipated evil, without defining the statement. 
The Court has also held that New York could require the Ku Klux 
Klan to file a list of its officers and members, a copy of its constitu- 
tion, and an oath of membership.*? In another case, a publisher was 
compelled to disclose the interstate distribution of its paper, dissemi- 
nation of its news, and the source of its advertisements, notwith- 
standing an allegation that the information was to be used as evi- 
dence against the publisher.** 

Another possible rationale for the loss of free speech or freedom 


lst Sess. 838 (1949). “Mr. Moulder: Are you going to answer the question? 
[Are you acquainted with Joseph Persily?] 

Mr. Emspak: Because of the hysteria, I think it is my duty to endeavor to 
protect the rights guaranteed under the Constitution, primarily the First Amend- 
ment, supplemented by the Fifth. This committee will corrupt those rights. 

Mr. Moulder: Do you think it corrupts you to answer the question? 

Mr. Emspak: I certainly do.” 

38 Supra note 36. 

89 Petitions for writ of certiorari are now pending in the Supreme Court for 
two related cases: Quinn v. United States, 203 F.2d 20 (D.C. Cir. 1952) ; 
Bart v. United States, 203 F.2d 45 (D.C. Cir. 1952). 

40 Barsky v. United States, supra note 26, at 252. 

4178 F. Supp. 146, 165 (D.C. 1948), aff'd, 334 U.S. 854 (1948). 

42 Bryant v. Zimmerman, 278 U.S. 63 (1928). 

43 Oklahoma Press Publishing Co. v. Walling, 327 U.S. 186 (1946). 


8 
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of silence may be found in an analogy based upon the self-incrimina- 
tion clause of the Fifth Amendment to the Constitution. Although 
the witness may suffer social disgrace and pecuniary loss, if granted 
sufficient immunity from prosecution, the witness may be compelled 
to testify. As stated in Brown v. Walker,* “It is entirely true that 
the statute does not purport, nor is it possible for any statute to shield 
the witness from the personal disgrace or opprobrium attached to the 
exposure of his crime; . . . if the proposed testimony is material to 
the issue on trial, the fact that the testimony may tend to degrade 
the witness in public estimation does not exempt him from the duty 
of disclosure.”** A corollary to this argument is that no freedom of 
privacy or silence exists when a constitutionally authorized commit- 
tee created by Congress for the purpose of ultimately legislating, or 
for regulating commerce, public utilities, and etc., inquires into the 
private records of individuals and corporations. The only privilege 
existing is to be free from self-incrimination, and that right disappears 
with the granting of total immunity from prosecution.** There has 
been no contention that First Amendment guarantees have been vio- 
lated in this instance. There is no reason to say that the right to 
silence concerning political opinion is more highly protected under 
the First Amendment than the right to silence concerning all other 
private opinions and knowledge. As stated by Mr. Justice Jackson, 
the “freedom to differ is not limited to things that do not matter 
much.”4* Conversely, the freedom to differ is not limited only to 
those matters of great import. 

Although the precise limits of governmental inquiry into political 
activity have never been set by the Supreme Court, Congress may 
make it unlawful to advocate the overthrow of government by force 
and violence.** Legislation on state and municipal levels which re- 
quires employees of educational institutions to execute non-Commu- 
nist affidavits has been upheld.*® Federal statutes have been held 
valid which impose restraints upon the political activities of federal 
employees,®® and which conditions the services of the National Labor 


44161 U.S. 591 (1896). 
45 Id. at 605. 
46 Brown v. Walker, supra, note 44; Counselman v. Hitchcock, 142 U.S. 547 


(1892) ; Hale v. Henkel, 201 U.S. 43 (1906) ; Glickstein v. United States, 222 
U.S. 139 (1911). 


47 West Virginia Board of Education v. Barnette, supra note 6, at 642. 

48 Dennis v. United States, 341 U.S. 494 (1951); Dunne v. United States, 
138 F.2d 137 (8th Cir. 1943), cert. denied, 320 U.S. 790 (1943). 

49 Garner v. Board of Public Works of Los Angeles, 341 U.S. 716 (1951) ; 
Adler v. Board of Education of City of New York, 342 U.S. 485 (1952). 

50 United Public Workers v. Mitchell, 330 U.S. 75 (1947), upholding the 
Hatch Act, 54 Stat. 767, 18 U.S.C. § 61 (h) (1940). 
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Relations Board upon the execution of loyalty oaths by labor union 
officers.** 


2. Clear and Present Danger 


Recognizing that Congress has power to regulate political activities 
affecting public welfare, the question remains as to how far rights 
under the First Amendment may be narrowed in the exercise of that 
power. Judge Edgerton implies that before the privilege may be 
limited there must be a “clear and present danger.”** This contro- 
versial doctrine®* had its inception in Schenck v. United States** 
when Mr. Justice Holmes stated that: 


The question in every case is whether the words used are used 
in such circumstances and are of such a nature as to create a 
clear and present danger that they will bring about the substan- 
tive evils that Congress has a right to prevent.** 


The Supreme Court in Gitlow v. New York,** a case arising under 
the state criminal syndicalism act, refused to apply Holmes’ test, but 
instead, adopted a broader rule announcing that notwithstanding the 
fact that there may be no present danger, the possibilities of an “ulti- 
mate revolution” were conceivable, and that the utterances made 
were inimical to the public welfare. 

Although the “clear and present danger” doctrine was originated 


to test convictions under the Espionage Act,*’ and was then set aside 
following the Gitlow case, it subsequently was employed to measure 
the validity of statutes infringing upon the freedoms guaranteed by 


51 American Communication Assn., C.I.O. v. Douds, 339 U.S. 382 (1950). 
52 Barsky v. United States, supra note 26, at 258. 


53 See e¢.g., MEIKELJOHN, FREE SPEECH AND Its RELATION TO SELF-GOVERN- 
MENT (1948); Comments, 48 Micu. L. Rev. 337 (1950); Rosenwein, “The 
Supreme Court and Freedom of Speech—Terminiello v. City of Chicago,” 9 
Law. Guitp Rev. 70 (1949). 


54249 U.S. 47 (1919). 
55 Id. at 52. 


56 268 U.S. 652 (1925). “. .. the legislature has authority to forbid the 
advocacy of a doctrine designed and intended to overthrow the government, 
without waiting until there is a present and imminent danger of the success of 
the plan advocated.” Id. at 669. 


57 Frohwerk v. United States, 249 U.S. 204 (1919), (publishing of news- 
paper articles attacking the war); Debs v. United States, 249 U.S. 211 (1919) 
(speech attacking United States participation in the war); Abrams v. United 
States, supra, note 14, (1919) (circulars attacking the war); Schaefer v. 
United States, 251 U.S. 466 (1920) (publication of newspaper critical of cap- 
italism and war); Pierce v. United States, 252 U.S. 239 (1920) (pamphlets 
attacking participation in the war). 
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the First Amendment.** In Terminiello v. Chicago,® the Court ex- 
plained that speech may be challenging and provocative but 


. is nevertheless protected . . . unless shown likely to pro- 
duce a clear and present danger of a serious substantive evil... . 


With the passage of the Smith Act® in 1940, Congress made it a 
felony to advocate the overflow of government by force and violence 
or to affiliate with any organization knowing that it so advocates. 
The constitutionality of this Act was upheld by the Court in Dennis 
v. United States. Petitioners, leaders of the Communist Party in 
the United States, were indicted and convicted for violating the con- 
spiracy provisions™ of the Act, which convictions were affirmed by 
the Court of Appeals.®* Certiorari was granted by the Supreme 
Court™ to determine whether the Smith Act, as construed, violated 
the First Amendment. Announcing that a “clear and present dan- 
ger” existed as a matter of law, Chief Justice Vinson, speaking for 
the majority, expanded this doctrine by adopting the rule expressed 
by Judge Learned Hand in affirming the opinion,® i.¢., “In each case 
[courts] must ask whether the gravity of the ‘evil’, discounted by its 
improbability, justifies such invasion of free speech as is necessary 
to avoid the danger.” ° 

There appears to be little doubt, then, that Congress may pass 
laws restricting the freedom of speech if such restriction is necessary 
for the protection and well being of the Nation. The argument was 
made in the Barsky case, however, that before the freedom of speech 
may be limited, there must be a “clear and present danger” existing. 


58 Thornhill v. Alabama, 310 U.S. 88 (1940); West Virginia Board of Edu- 
cation v. Barnette, supra, note 6; Thomas v. Collins, supra, note 4; Termi- 
niello v. Chicago, 337 U.S. 1, 4 (1949). 

59 Terminiello v. Chicago, supra, note 58. Petitioner, addressing a large 
crowd, was convicted for violating a local ordinance prohibiting any “breach 
of the peace.” The conviction was reversed, on the ground that such ordi- 
nance violated petitioner’s freedom of speech under the First Amendment as 
made applicable to the States by the Fourteenth Amendment. 

1952)" Star. 670 (1940). 18 U.S.C. § 10 (1946), now 18 U.S.C. § 2385 (Supp. 

61 341 U.S. 494 (1951). 

62 18 U.S.C. § 2385 (Supp. 1952). 

63 183 F.2d 201 (2d Cir. 1950). 

64 340 U.S. 863 (1950). 

65 “No one could conceive that it is not within the power of Congress to 
prohibit acts intended to overthrow the government by force and violence. The 
question with which we are concerned here is not whether Congress has such 
power, but whether the means which it has employed conflict with the First 
and Fifth Amendments to the Constitution.” Dennis v. United States, supra 
note 61, at 501. 

66 Jd. at 510. This rule has been denominated also as a “perhaps and prob- 
able” test and has been subject to criticism. See e.g., Antieau, Dennis v. 
res} States—Precedent, Principle Or Perversion?, 5 Vanp. L. Rev. 141 
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This is an unsound test, as it would practically prevent any protec- 
tive legislation and Judge Prettyman described it as “sheer folly.”* 
Mr. Justice Brandeis had previously explained that “[the] legis- 
lature must obviously decide, in the first instance, whether a danger 
exists which calls for a particular protective measure.”® 

It is also significant that in reviving the “clear and present dan- 
ger” doctrine of the Schenck case which determines whether the words 
are used in such a circumstance as to create a “present” danger, and 
expanding it to include and protect against a “probable” danger as 
exemplified by the Dennis case, the Court now has an alternate ap- 
proach to the problems of determining the validity of statutes and 
activities of Congress infringing upon the freedoms granted by the 
First Amendment. If the public safety demands more extreme pro- 
tection than given by the “probable” doctrine, the Court may revert 
to the “ultimate” danger test of the Gitlow case®® which, although 
weakened by condemnation, has never been overruled. It appears 
feasible that the Gitlow rule may have been held in reserve for such 
an occasion. 


CoNCLUSION 


The witness before a congressional committee who chooses to 
remain silent when asked a pertinent question by the committee takes 
upon himself the entire burden of showing that a privilege exists 


which is guaranteed by the First Amendment. If the committee has 
decided that the legislative purpose of the inquiry justifies the inva- 
sion of individual privacy, and, upon demand, is met with the wit- 
ness’ persistent refusal to answer their question, it has no recourse 
but to cite the witness for contempt of Congress. 

The problem is then one for the courts to determine, on the basis 
of the facts of the individual case, whether there has been any inva- 
sion of the private interests of the witness, and if so, whether there is 
a superior national interest served by requiring the witness to an- 
swer under penalty of the statute. In a given fact situation it is 
conceivable that all rights to individual freedom from Congressional 
interrogation might disappear and the witness may be compelled to 
reveal the names of friends and associates or bare intimate details 
of his personal business or political life. Each step in the dissolution 
of an individual’s freedom should have a commensurate justification 
with the national interest sought to be protected. It is for this reason 
that the courts in the past have been wise in dealing with each prob- 


67 Barsky v. United States, supra note 26, at 246. 
68 Whitney v. California, 274 U.S. 357, 374 (1926). 
69 268 U.S. 652 (1925). 
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lem as it has been presented and in confining the scope of their deci- 
sions to the individual fact situations. Broad generalizations, deal- 
ing with questions of law which are grounded in political facts, have 
only confused the issue; however, at this stage in the development 
of the constitutional theories involved, it may be concluded that under 
certain circumstances, Congress has the power to legislate concerning 
the field of political beliefs and affiliations which, in turn, implies a 
co-extensive power of inquiry into that field. Thus, where there is 
a legally preventable evil, there will be some restrictions upon the 
right of silence before a Congressional committee, and the degree of 
such restrictions will depend upon the magnitude of the evil. That 
magnitude will probably determine which of the three tests—“pres- 
ent,” “probable” or “ultimate”—developed by the Schenck, Dennis, 


and Gitlow cases, respectively, will be applied by the courts. 
GeorcE Eras, Jr., Neat E. WILLIAMS. 





RECENT CASES 


ADMINISTRATIVE LAW—DISCRETION OF THE FEDERAL COMMUNI- 
CATIONS COMMISSION TO ALLOCATE TELEVISION CHANNEL ASSIGN- 
MENTS BY RULE MAKING.—By its “freeze order” (Report and Order 
FCC 48-2182) on September 30, 1948, the Federal Communications 
Commission suspended action on all applications for television sta- 
tions until the conclusion of rule making proceedings designed to 
allocate available channels throughout the nation so as to achieve 
maximum television coverage with a minimum of interference be- 
tween stations. By its Third Notice of Further Proposed Rule 
Making, 16 Fep. Rec. 3072 (1951), the Commission proposed, inter 
alia, the assignment of VHF Channel 10 to Terre Haute, Indiana; 
UHF Channel 51 to Logansport, Indiana; and UHF Channel 14 to 
Owensboro, Kentucky. Petitioner filed a counter-proposal request- 
ing the assignment of VHF Channel to Logansport and Owensboro, 
rather than to Terre Haute, and the addition of UHF Channel 34 
to Terre Haute. 

In its Sixth Report and Order, 17 Fep. Rec. 3905, 1(3) Pike anpD 
FiscHER R.R. 592 (1952), the Commission concluded that the public 
interest required the establishment of its proposed assignments with- 
out incorporating the counter-proposals. Petitioner filed a petition 
for rehearing, which was denied. A petition for review was then filed, 
alleging, inter alia, that § 307(b) of the Communications Act of 1934, 
48 Strat. 1084 (1934), as amended, 49 Strat. 1475 (1936), 47 U.S.C. 
§ 307(b) (1946), requires that frequencies be assigned only upon 
receipt of specific applications therefor. Held, § 307(b) must be read 
in the light of § 303, and the fair interpretation is that the Commis- 
sion may allocate channels either by passing upon specific applications 
or by way of rule making. Logansport Broadcasting Corporation v. 
United States, 210 F.2d 24 (D.C. Cir. 1954). 

In another recent case, the same court stated that the Commission 
had authority to adopt a nationwide television allocation plan, Peo- 
ples Broadcasting Company v. United States, 209 F.2d 286 (D.C. 
Cir. 1953), but the direct challenge that the Commission had violated 
the mandate of § 307(b), supra, was not fully raised or argued, nor 
was the court’s statement necessary to the decision. 

Section 307(b) of the Communications Act of 1934, as amended, 
supra, directs the Commission, when considering applications for 
licenses when and insofar as there is demand for the same, to make 
such distribution of licenses, frequencies, hours of operation, and of 
power among the several states and communities as to provide a fair, 
efficient, and equitable distribution of radio service to each of the 
same. 

Section 303 of the Act, supra, provides that, except as otherwise 
provided in the Act, the Commission shall from time to time as public 
convenience, interest or necessity requires (d) determine the location 
of classes of stations or individual stations; (f) make such regula- 
tions not inconsistent with law as it may deem necessary to prevent 
interference between stations and to carry out the provisions of the 

[ 753 ] 
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Act; (r) make such rules and regulations and prescribe such restric- 
tions and conditions not inconsistent with law, as may be necessary 
to carry out the provisions of the Act. 

Petitioner relied upon the words “applications” and “demand” in 
§ 307(b) to support its contention that the section specifically con- 
templated that the adjudicatory process be used in the allocation of 
facilities. The rule making authority enunciated by § 303 was urged 
by petitioner to be inapplicable to § 307(b) by virtue of its provision 
“except as otherwise provided in this Act.” In any event, petitioner 
urged, the allocation proceeding was adjudicatory in effect, so pro- 
posed findings and conclusions were necessary. It further pointed 
out that the Commission had allocated standard (AM) broadcast 
locations by the adjudication method. 

The proper interpretation of the sections in question can best be 
ascertained by the legislative history of § 307(b). The Radio Act of 
1927, 44 Stat. 1162 (1927), contained, in § 9, the “when and insofar 
as there is a demand” clause and a requirement that licenses be “equi- 
tably distributed,” similar in context to the present § 307(b). The 
Davis Amendment, 45 Stat. 373 (1928), containing substantially 
the same clauses, incorporated an inflexible requirement that equated 
the term “equitable distribution” to geographic zones. The Amend- 
ment resulted in an increased concentration of stations in the sea- 
board areas, an inequality that it was designed to prevent. The rule 
making power was exercised to allocate frequencies under the Davis 
Amendment; hence its repeal by 49 Stat. 1475 (1936), and the en- 
actment of § 307(b) allowed the argument that Congress must have 
intended, by repealing the Amendment, to preclude further rule 
making action by the Commission in the allocation of frequencies. 
See Validity of Television Allocations, 7 P1KE AND FIscHER R.R. 
371 (1951). It appears, however, from the debate on the Davis 
Amendment on the floor of the House, that the clauses in question 
were written into the Amendment simply to make it clear that the 
Commission was not required by the new law to reallocate existing 
licenses, which were admittedly not assigned on any equitable basis. 
See 69 Conc. Rec. 5114-5117 (1928). See also the Senate Debates, 
69 Conc. Rec. 5160-5167 (1928); Newark Broadcasting Corpora- 
tion, 3 PIKE AND FIscHER R.R. 839, 853 (1948). 

Whether a proceeding is properly to be regarded as rule making 
or adjudication has been one of the perplexing problems in the appli- 
cation of the Administrative Procedure Act, 60 Stat. 237 (1946), 
5 U.S.C. § 1001 et seg. (1946). See Netterville, The Administrative 
Procedure Act, a Study in Interpretation, 20 Geo. Wasu. L. Rev. 1 
(1951). Section 2(c) of this Act defines a “rule” as the whole or 
any part of any agency statement of general or particular applica- 
bility and future effect designed to implement, interpret, or prescribe 
law or policy. 

Petitioner relied upon Philadelphia Co. v. Securities and Exchange 
Commission, 84 App. D.C. 73, 175 F.2d 808 (1948) (proceeding de- 
clared adjudicatory because it applied to a general rule which would 
affect only one party) to support its contention that the instant pro- 
ceeding was adjudicatory. Aside from the fact that the judgment in 
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the Philadelphia Co. case was later vacated as moot by the Supreme 
Court, 337 U.S. 901 (1949), it should be noted the Court of Appeals 
stated at 175 F.2d page 817 that, in relation to other companies coming 
within the rule in the future, the order may be legislative. The fact 
that decisions have concrete application and some immediate effect in 
particular situations does not preclude their character as rules. Willa- 
point Oysters, Inc. v. Ewing, 174 F.2d 676 (9th Cir. 1949), cert. 
denied, 338 U.S. 860 (1949); see American Trucking Association v. 
United States, 344 U.S. 298, 322 (1953). Since the action of the Com- 
mission in the instant case, stemming from §§ 4(i) and 303 of the 
Communications Act of 1934, as amended, does not require record 
or hearing, and since, despite its particular incidental effect upon pe- 
titioner, it has for its future effect and real purpose the governing of 
all future licensing of television stations on a nationwide basis, it is 
concluded that the proceeding was essentially rulemaking. 

As petitioner stated, allocations were made in the standard (AM) 
broadcast field by the adjudicatory process. The AM field developed 
more slowly, however, and was more amenable to a strict case-by-case 
proceeding. See Respondent’s Brief, p. 14, fn. 14. Even so, the de- 
sired “equitable distribution” was not achieved. See 69 Conc. REc. 
5117 (1928). The experience of the AM service convinced the Com- 
mission that the mandate of § 307(b) could better be fulfilled by the 
adoption of a nationwide allocation plan in the more limited spectra 
of both the FM and TV services. See Sixth Report and Order, 17 
Fep. Rec. supra at 3906, 1(3) Pike AND FiscHER R.R. at 601-605. 
The AM experience was buttressed by the difficulties the Commission 
was having by 1948 in allocating TV channels by both the adjudi- 
catory and rulemaking procedures. In re Yankee Network, 7 PIKE 
ANE FiscHer R.R. 164 (1948). 

The legislative history of § 307(b) indicates that the “demand” 
and “applications” terms therein were never intended to limit use of 
the rulemaking process authorized by § 303 of the Communications 
Act, but, read together, the two sections permit allocation proceedings 
either by adjudication or by rulemaking. Casting this statutory au- 
thority against the background of experience and expertise which the 
Commission had gained in the allocation of frequencies and locations 
in the three fields of AM, FM and TV by 1948 when it issued its 
“freeze order,” it appears that this was a situation wherein the choice 
of proceeding lay primarily in the informed discretion of the admin- 
istrative agency. See Securities and Exchange Commission v. Chenery 
Corp., 332 U.S. 194, 203 (1947); cf. Columbia Broadcasting System 
v. United States, 316 U.S. 407, 421 (1942) ; American Broadcasting 
Company v. United States, 110 F. Supp. 374, 383 (S.D.N.Y. 1953). 

It is submitted that the proper result was reached in the instant 
case. The present procedure which allocates a limited number of 
channels to specific cities and areas, to be then specifically applied for 
by the applicant and granted by the Commission through comparative 
hearing, offers a workable and equitable basis whereby both the rule- 
making and adjudicatory functions of the administrative agency are 
employed to meet the broad and flexible “public interest, convenience 
and necessity” test which is applicable to the media of mass com- 
munications. H. H. H. 
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ADMINISTRATIVE LAw—JuDICIAL REVIEW OF EXECUTIVE DiIs- 
CRETION TO SUSPEND DEPORTATION OF ALIENS.—Appellant alien, ad- 
mittedly deportable, petitioned for habeas corpus attacking the validity 
of denial of his application for suspension of deportation pursuant to 
§ 19(c) of the Immigration Act of 1917, 54 Strat. 671 as amended, 
8 U.S.C. § 155(c) (1946). Petitioner alleged, inter alia, that the 
Board of Immigration Appeals, a nonstatutory board, failed to exer- 
cise its own discretion as required by 8 Cope Fen. Recs. § 150.7(b) 
(1949), when it denied the application because the Attorney General 
had, prior to the Board’s unfavorable decision, issued a confidential 
list of undesirable aliens he desired deported which list included pe- 
titioner’s name. Judicial review was sought of this denial of dis- 
cretionary relief on the ground that the Attorney General’s list caused 
the application to be prejudged by the Board and made a fair con- 
sideration of his case impossible. The District Court refused the 
offer of proof and denied the writ without opinion. The result was 
affirmed on appeal, 206 F.2d 897 (C.A.2d 1953). Held, reversed; 
the failure of the Board of Immigration Appeals to exercise its dis- 
cretion would be a denial of due process required by the administra- 
tive regulations and would permit judicial intervention. The allega- 
tion is reviewable on habeas corpus. United States ex rel. Accardi v. 
Shaughnessy, 74 S. Ct. 499 (1954). 

To supply a social need of allowing desirable alien residents who 
were otherwise deportable under the law to remain within the coun- 
try, § 19 of the Immigration Act of 1917, supra, vested in the Attor- 
ney General a free discretion to suspend deportation provided certain 
statutory requirements were met. No statutory provision was made 
for judicial review of this discretion and the scope of the delegation 
did not exceed the constitutional requirements. See United States 
ex rel. Weddeke v. Watkins, 166 F.2d 369 (C.A.2d 1948). In the 
exercise of this discretion the Attorney General by administrative 
regulation provided a hearing process within his department on the 
issue of eligibility for suspension of deportation. 8 Cope Fep. Recs. 
§ 150.7(b) (1949). Final administrative determination of the issue 
was given to the Board of Immigration Appeals, but the power to 
review and reverse decisions of the Board was reserved by the At- 
torney General. 8 Cope Fen. Recs. §§ 90.3, 90.72 (1949). The mem- 
bers of the Board, who were subordinates of the Attorney General, 
were appointed by him and served at his pleasure. 

While it is true that these regulations had the force and effect of 
law, Bilokumsky v. Tod, 263 U.S. 149, 155 (1922); Bridges v. 
Wixon, 326 U.S. 135 (1945), it is also true that they were subject 
to change by action of the Attorney General. It cannot therefore be 
said that the regulations had the force and effect of a statute. Con- 
gress did not make suspension of deportation a legal right, nor would 
it seem that the regulations per se could establish a right that Con- 
gree was unwilling to give. Where statutory construction is not be- 
fore a court and there is no statutory grant of review, judicial inter- 
vention is limited to cases where there has been a wrong which 
directly results in a violation of a legal right. Alabama Power Co. 
v. Ickes, 302 U.S. 464. 479 (1937). 
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The power to expel an alien is essentially within the plenary power 
of the political branch of the Government. This power is founded 
upon the international sovereign right to regulate foreign affairs. 
Nishimura Ekui v. United States, 142 U.S. 651 (1891). It was the 
exercise of the executive pardoning power that was in issue in the 
principle case and this pardoning power related to the executive con- 
trol of international affairs. It is true that not even Congress may 
expel a resident alien without allowing him a fair hearing, Kwong 
Hai Chew v. Calding, 344 U.S. 590 (1953). When the Constitution 
requires a hearing it requires a fair one which meets at least cur- 
rently prevailing standards of impartiality. Wong Yang Sung v. Mc- 
Grath, 339 U.S. 33, 50 (1950). Yet in the instant case the procedural 
checks on the political power had been satisfied. The deportation 
order was not challenged and it was not this established right that 
petitioner relied on. 

It is in the field of international affairs that the courts have been 
most hesitant in granting judicial intervention for fear of usurping 
the executive function. See United States v. Pink, 315 U.S. 203 
(1942). Judicial deference to executive discretion in the interna- 
tional field has led the courts to deny intervention even where Con- 
gress has specifically provided for judicial review of administrative 
orders. In Chicago & Southern Airlines, Inc. v. Waterman Steam- 
ship Corp., 333 U.S. 103 (1947) the court broadly construed the 
term “foreign air carrier” in § 1006(a) of the Civil Aeronautics Act, 
52 Strat. 1024, 49 U.S.C. § 646 to include domestic carriers operat- 
ing outside the national jurisdiction. It refused to review any orders 
of the Civil Aeronautics Board which required Presidential approval. 
Rejecting the contention that the findings of the Board were separable 
from the Presidential discretion, the court would not consider whether 
the ruling of the Board was arbitrary. The court held that until the 
decision of the Board had Presidential approval it granted no right, 
and after approval the President had exercised a discretion which 
was unreviewable. 

Unlike the Civil Aeronautics Act, supra, no mention of a Board 
was made in the Immigration Act of 1917, supra. Since the Attorney 
General had reserved to himself the authority to take independent 
action, the decision of his board must be considered to have been ad- 
visory only. Like the Chicago & Southern Airlines case, the Accardi 
case involved the political power of the executive in foreign affairs. 
Therefore it would appear a fortiori that an executive act of grace 
in this field would not be subject to judicial review; that no matter 
how unfair the hearings, the courts should not assume the task of 
reviewing purely executive functions. Yet logic has not always been 
a basis which will afford a prediction of the extent to which the 
courts will grant review. 

In the regulation of private business where administrative de- 
cisions establish the extent of privileges the government may grant, 
the courts normally follow the statutory scheme which sets forth the 
permissible scope of review. Standard Oil Co. v. United States, 283 
U.S. 235 (1930). A truly discretionary power in this area is gen- 
erally not considered appropriate for judicial review. This is es- 
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pecially so where the only standard fixed by statute is the adminis- 
trative discretion. Williamsport Wire Rope Co. v. United States, 
277 U.S. 551 (1928). Where essential economic interests are threat- 
ened, however, the courts have not been so willing to dispose of fun- 
damental issues by resorting to a doctrine of judicial deference. Even 
where a statute prescribes an exclusive method or extent of review, 
if the economic interests involved are great enough, the courts have 
been willing to go outside the statutory grant and intervene. This is 
generally accomplished by means of statutory construction or by find- 
ing a property right heretofore unrecognized. Columbia Broadcast- 
ing System, Inc. v. United States, 316 U.S. 407 (1942). Nor has 
the court been unwilling to exercise its inherent constitutional power 
to declare the boundaries of the legislative and executive branches 
where vital national economic questions are involved. Panama Re- 
fining Co. v. Ryan, 293 U.S. 388 (1935); Youngstown Sheet & 
Tube v. Sawyer, 343 U.S. 579 (1952). 

It is not surprising, therefore, that when the incidence of admin- 
istrative discretion vitally affects the personal rights of individuals, 
a claim of discretionary autonomy has also been subject to judicial 
scrutiny. Estep v. United States, 327 U.S. 114 (1946). Here also 
the courts have not been reluctant to recognize new rights or, in ap- 
propriate cases, grant review without specific statutory authority. 
Joint Anti-Facist Refugee Committee v. McGrath, 341 U.S. 123 
(1951). To date, in both areas, the courts have not used their re- 
serve power to make control of administrative discretion a judicial 
function; rather review has been limited to whether discretion has 
been exercised arbitrarily or capriciously or whether the discretion 
has been exercised within the limits prescribed by law. 

The ultimate question involved in the principle case is how strict 
a control the courts should exercise over the executive discretion 
through the due process check where the liberty of an individual is 
at stake. Deportation today can be more serious than a criminal 
penalty. Bridges v. Wixon, 326 U.S. 135, 154 (1945). What 
amounts to due process has not been distinctive in the deportation 
field. This is primarily due to practical considerations before the 
court. The inherent weakness of the legal quality of an alien’s in- 
terest in the society must in each case be balanced against the safety 
and benefit of the country. Chew v. Calding, supra. 

In the Chicago & Southern Airlines case, supra, there was no issue 
raised as to denial of due process and the interest involved was in 
obtaining a license. The principal case involved a deportation. The 
court did not decide that the petitioner could remain within our 
shores. Habeas corpus was granted to ensure that the petitioner re- 
ceived due process. Due process has never been a term of fixed or 
invariable content. Federal Communications Commission v. WJR, 
The Goodwill Station, 337 U.S. 265, 275 (1949). It is an attitude of 
fairness requiring the exercise of judgment by those entrusted by the 
Constitution with unfolding the process. Joimt Anti-Facist Refugee 
Committee v. McGrath, 341 U. S. 123, 162 (1951). Even where the 
Attorney General has a discretion in a matter normally within the 
executive authority, if the essential rights of an individual are in- 
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volved, his discretion is not unlimited. In the principal fact situation 
fairness would not seem to permit the Attorney General’s own exer- 
cise of discretion to appear to be that of the Board’s. Such a sham 
could well deprive deportable aliens of what little public influence they 
have today. 

The Court by the instant case has shown that it will not hesitate 
to exercise its inherent power to shield the individual from an of- 
ficial’s discretion if the established administrative procedure breaks 
down—even where the discretion is implemented by a strong public 
opinion. From this standpoint it is submitted that United States 
ex rel. Accardi v. Shaughnessy is a landmark case. A. J. V. 


ANTITRUST LAW—SHERMAN AcTt—ActTs CONSTITUTING A COoNn- 
SPIRACY IN RESTRAINT OF TRADE.—The United States brought a 
civil action against the defendants charging them with violation of 
§ 1 of the Sherman Act. 26 Stat. 209 (1890), as amended, 15 
U.S.C. § 1 (1946). The defendants, all located in the Chicago, Illi- 
nois area, were a union, an association of contractors and a union 
president. They did about 60 per cent of the plaster contracting work 
in the area. Substantial quantities of the plastering materials used 
were produced in other states and were purchased by dealers in IIli- 
nois. Some of the material went directly to job sites. The defendants 
had acted in concert to suppress competition among local plastering 
contractors, to prevent the entry of out-of-state contractors and to 
bar entry of new local contractors without specified approval. On the 
allegation of these facts a motion to dismiss was granted. Held: re- 
versed. The complaint does state a cause of action. United States v. 
Employing Plasterers’ Association of Chicago, 347 U.S. 186 (1954). 

The bounds of the application of the Sherman Act in interstate 
commerce have never been clearly defined. Apex Hosiery Co. v. 
Leader, 310 U.S. 469 (1940) ; Swift and Co. v. United States, 196 
U.S. 375 (1905). Shortly after its enactment the Court in United 
States v. E. C. Knight Co., 156 U.S. 1 (1895) cast a serious limitation 
on the Act by holding that a company engaged in manufacturing a 
necessary of life was not in interstate commerce. A number of land- 
mark cases that followed, however, gave strength to the Act and ex- 
tended its coverage to new areas. Northern Securities Co. v. United 
States, 193 U.S. 197 (1904); Standard Oil Co. v. United States, 
221 U.S. 1 (1911). 

Three areas require brief analysis as they apply to the instant case. 
First, the distinction made in early cases, between manufacturing and 
production on the one hand and transportation on the other, no longer 
exists. United States v. American Tobacco Co., 221 U.S. 106 (1911). 
Second, activities which appear to be local and have but an indirect 
connection with commerce have been brought within the breadth of 
the Act. United States v. Frankfort Distilleries, Inc., 324 U.S. 293 
(1945) ; United States v. Food & Grocery Bureau of Southern Cali- 
fornia, 43 F. Supp. 974 (S.D. Cal. 1942), aff'd, 139 F.2d 973 (9th 
Cir. 1944). In the third area it is established that, merely because 
the alleged restraining activity is at the beginning or at the end of 
an interstate operation, coverage under the Act is not barred so long 
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as that activity has an adverse effect on the operation itself. Local 
167, International Brotherhood of Teamsters v. United States, 291 
U.S. 293 (1934); Mandeville Island Farms v. American Crystal 
Sugar Co., 334 U.S. 219 (1948). 

In upholding the Government’s complaint in the instant case, the 
court has brought within the scope of the Sherman Act local build- 
ing construction, an area heretofore not definitely within the coverage 
of the Act. A number of recent cases have clearly established that 
the National Labor Relations Act (N.L.R.A.), as amended, 61 
Stat. 136 (1947), 29 U.S.C. § 141 (Supp. 1952), applies to building 
construction. N.L.R.B. v. Denver Building & Construction Trades 
Council, 341 U.S. 675 (1951) ; International Brotherhood of Elec- 
trical Workers v. N.L.R.B., 341 U.S. 694 (1951); N.L.R.B. v. 
Reed, 206 F.2d 184 (9th Cir. 1953). But it would appear upon com- 
parison of applicable provisions that the N.L.R.A. has a broader 
sweep in commerce than does the Sherman Act. 61 Stat. 138 (1947) 
29 U.S.C. §§ 152(7), 160(a) (Supp. 1952), and 26 Strat. 209 
(1890), as amended 15 U.S.C. § 1 (1946). It is stated as dicta in 
one case that “. . . while a phase of industrial enterprise may be 
subject to control under the National Labor Relations Act, a dif- 
ferent phase of the same enterprise may not come within the ‘com- 
merce’ protected by the Sherman Law.” A. B. Kirschbaum Co. v. 
Walling, 316 U.S. 517, 521 (1942). 

If it is assumed, therefore, that the labor cases cannot be relied on 
in the instant case, the Court is hard put to find suitable cases on 
which to ground its decision. Earlier decisions in this area, arising 
under the Sherman Act, defined building construction as being a 
local activity, not in commerce. Levering and Garrigues Co. v. Mor- 
rin, 289 U.S. 103 (1933); Industrial Association of San Francisco 
v. United States, 268 U.S. 64 (1925). And as dicta it was also so 
stated in Anderson v. Shipowners Association of the Pacific Coast, 
272 U.S. 359 (1926). The first two of the foregoing cases should 
bear heavily on the decision in the instant case. In both cases build- 
ing construction was involved in a local area and some of the ma- 
terials used were shipped in from other states. The restraints 
charged, as in the instant case, were not directed against the shippers 
or dealers of the materials but rather against those engaged in con- 
struction. In each of the cases the Court directed or affirmed dis- 
missal for failure to state a cause of action. 

In each case where a question arises as to whether or not a local 
activity is in interstate commerce the court must probe the extent of 
the Sherman Act in that situation. The Act admittedly does not con- 
demn all combinations which interrupt interstate transportation. 
Apex Hosiery Co. v. Leader, supra; United Leather Workers v. 
Herkert Co., 265 U.S. 457 (1924). Where there is no single con- 
trolling element to bring the case within “commerce,” the court 
should carefully weigh all the factual aspects. 

Past holdings in this area have laid rules marking the extent of the 
Act’s application. A basic holding is that although an activity may 
be wholly within a state it may be an inseparable element of a larger 
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program which affects “commerce.” United States v. Frankfort Dis- 
tilleries, supra. But in that case, where there was an attempt to main- 
tain local liquor prices, almost all of the liquor was shipped into the 
state from outside and many of the distillers involved were located 
outside the state. A decision relied on by the Court in the instant 
case states a test to be that “. . . the vital thing is the effect on 
commerce, not the precise point at which the restraint occurs or be- 
gins to take effect in a scheme. . . .” Mandeville Island Farms v. 
American Crystal Sugar Co., supra at 238. But how serious must 
the effect be? A good rule would seem to be that the restraint must 
be shown to deprive purchasers or sellers of the advantages which 
free competition would afford. Apex Hosiery Co. v. Leader, supra 
at 501. Accordingly it would follow that a combination is not illegal 
unless it is shown that either the price of the material has been al- 
tered or the volume of the material in traffic has changed. 

The Court in the principal case cites United States v. Women’s 
Sportswear Manufacturers Association, 336 U.S. 460 (1949), and 
Mandeville Island Farms v. American Sugar Co., supra, as authority 
for bringing a local activity within the scope of “commerce.” In the 
first of these cases the activity was confined to a local area and the 
Act was held to apply. But there the materials involved were textile 
products and were in a processing stage. Over 50 per cent of the 
cloth came from outside the state and most of the finished product 
was again shipped into interstate commerce. In the Mandeville 
Island Farms case, as indicated by the Court, the situation is factually 
different. “We deal here . . . with an industry tightly interwoven 

. . through all the intermediate stages to and including interstate 
sale and distribution. . . .” supra at 239. 

There is apparent difficulty and strain in attempting to apply the 
Sherman Act to building construction situations, as in the principal 
holding. The Government must satisfactorily allege that the com- 
bination on the local level, between the contractors and the union, 
adversely affects materials in commerce. Here the materials were 
purchased from local dealers. The defendants were not themselves 
engaged in commerce, and the combination is not directed against 
the dealers. 

It is submitted that the Court has extended the Sherman Act to 
an area excluded under prior holdings. G. L. T. 


CopyRIGHTS—INFRINGEMENT—MEASURE OF DAMAGES—Defend- 
ant published, printed, and sold a number of copies of a book which 
the plaintiff alleged and proved to infringe his valid copyright. Held, 
plaintiff recovers for the loss of his sales and the profits made by 
defendant, but not statutory damages. Ziegelheim v. Flohr, 100 
U.S.P.Q. 189 (E.D.N.Y. 1954). 

The law as to what constitutes the measure of damages for the in- 
fringement of a protectable literary property right has been in a state 
of confusion for a number of years. At the present time, the copy- 
right statute defines the measure of damages to be“. . . such dam- 
ages as the copyright proprietor may have suffered due to the in- 
fringement, as well as all the profits which the infringer shall have 
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made from such infringement, . . . or in lieu of actual damages and 
profits, such damages as to the court shall appear to be just... .” 
17 U.S.C. § 101(b) (Supp. 1952). Prima facie, this section appears 
to be a simple declaration of the relief allowed a plaintiff in a copy- 
right infringement suit, but this apparent simplicity vanishes in view 
of the restrictions and interpretations superimposed on the statute by 
the courts. 

The genesis of the confusion is the fact that in interpreting § 101 (b) 
or its predecessor, § 25(b) of the Copyright Act of 1909, 35 Srar. 
1081 (1909), 17 U.S.C. § 25(b) (1946), the courts have drawn an 
analogy between the measure of damages defined in either of these 
sections and that prescribed for the infringement of patents in § 4921 
of the Revised Statutes, Rev. Stat. § 4921 (1875), 35 U.S.C. § 70 
(1946). The earliest cases to consider § 4921 were Root v. Railway 
Co., 105 U.S. 189 (1881) and Tilghman v. Proctor, 125 U.S. 136 
(1888). In the former, the Court stated that an injured patent own- 
er’s remedy was either an action at law to recover the damages he 
had suffered or a bill in equity for an accounting of the profits made 
by the infringer. The Court also reviewed prior American and Eng- 
lish decisions and came to the conclusion that the plaintiff could not 
get both damages and profits but would have to be satisfied with one 
of the two, except when the profits recovered were insufficient, in 
which case a court of equity could add compensatory damages to the 
profits to supplement the award. Root v. Railway Co., supra, at 212. 
Riverside Heights Orange Growers’ Ass'n v. Stebler, 240 Fed. 703 
(9th Cir. 1917). The Court in the Tilghman case, supra, adopted 
the Root case holding in substance, stating that if a patent owner were 
to sue in equity upon a ground within the jurisdiction of a court of 
equity, such court would not refer him to a court of law to recover 
damages but would grant full and adequate relief of its own accord. 
Tilghman v. Proctor, supra, at 148. 

These general tenets, however, were not accepted fully by all courts, 
nor were they followed unequivocally by the Supreme Court. Thus, 
in Dowagiac Mfg. Co. v. Minnesota Moline Plow Co., 235 U.S. 641 
(1915), a patent infringement proceeding, the Court approved a re- 
covery of profits, but denied a recovery of damages only on the ground 
that no evidence of plaintiff’s damages had been adduced. Even 
though nothing is said about it in the opinion, a reasonable inference 
to be drawn from this holding is that, but for the lack of evidence, 
both damages and profits could have been recovered. The Court of 
Appeals for the Eighth Circuit went further and held explicitly, in 
another patent infringement suit, that damages and profits were two 
separate and distinct elements which could be recovered together. 
Dowagiac Mfg. Co. v. Deere & Webber Co., 284 Fed. 331 (8th Cir. 
1922). 

The copyright infringement cases show just as wide a split. In 
Sheldon v. Metro-Goldwyn Pictures Corp., 309 U.S. 390 (1939), 
the Supreme Court laid down the rule that where profits of the in- 
fringer are proved, the “in lieu” clause of § 101(b) does not apply 
and statutory damages are not recoverable. The Court was not faced 
with the problem of the effect of non-provability of actual damages 
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for the simple reason that no damages were claimed by the plaintiff. 
The Court of Appeals for the Ninth Circuit has refused to award both 
damages and profits in a suit in which the former were greater than 
the latter. Universal Pictures Co. v. Harold Lloyd Corp., 162 F.2d 
354 (9th Cir. 1947). The court also rejected a claim for statutory 
damage since actual damages were provable, basing its decision on 
the Sheldon case, supra. In 1950, the Court of Appeals for the Sev- 
enth Circuit granted a recovery of statutory damages, even though 
the plaintiff had suffered no actual damages, and the profits the de- 
fendant had made could be ascertained. The court based its decision 
on the equitable and discretionary powers possessed by the courts 
under the terms of the statute. Toksvig v. Bruce, 181 F.2d 664 (7th 
Cir. 1950). 

The Supreme Court was confronted with this problem once again 
in Woolworth Co. v. Contemporary Arts, Inc., 344 U.S. 228 (1952). 
In this case, the infringing defendant produced its books and showed 
its actual profits determined from the difference between the purchase 
and sale prices of the infringing articles. No deductions for overhead 
expenses or other costs were claimed or made. The plaintiff showed 
that its business had declined as a result of the infringement, but was 
unable to prove exactly by how much. The Court stated, in uphold- 
ing an award of statutory damages, that where the plaintiff cannot 
prove his actual damages an award of statutory damages is proper 
even though the defendant is able to prove his actual profits. The 
underlying basis of this decision is very similar to that in the Toksvig 
case, supra, i.e., that in order to prevent injustice and a general emas- 
culation of the protection against infringement offered by the statute 
a court, in its discretion, may award such damages as are just in 
view of the particular circumstances of the case. The Court, how- 
ever, went even further and stated “. . . that the statute empowers 
the trial court in its sound exercise of judicial discretion to determine 
whether on all the facts a recovery upon proven profits and damages 
or one estimated within the statutory limits is more just.” Wool- 
worth Co. v. Contemporary Arts, Inc., supra, at page 234. See 27 
St. Joun’s L. Rev. 354 (1953). 

Two recent district court decisions complete the picture of con- 
fusion. In Edward B. Marks Music Corp. v. Borst Music Pub. Co., 
110 F. Supp. 913 (D.N.J. 1953), the court assessed statutory dam- 
ages when no proof of actual damages was presented. In Gordon v. 
Weir, 111 F. Supp. 117 (E.D. Mich. 1953), the court ruled that a 
plaintiff can recover either damages or profits, whichever is greater. 

In the principal case, the plaintiff himself estimated his own losses 
and the defendant’s profits, the former being greater than the latter, 
and arrived at a total which was substantially less than the statutory 
damages could have been. It is not determinable from the opinion 
whether the plaintiff asked for statutory damages or the sum of his 
actual damages and defendant’s actual profits as computed by himself, 
but in any case it cannot be said that the court erred in nominally 
denying a recovery of statutory damages. Actually, the court reduced 
each of the plaintiff's figures and gave judgment for a lesser sum than 
that requested. Again it cannot be said that the court acted in error. 

9 
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In view of the broad discretion attributed to it in the quoted state- 
ment from the Woolworth case, supra, the court could do no wrong. 
Since the appellate courts are split on the measure of damages in both 
patent and copyright cases, the district court in the principal case 
could justifiably award both damages and profits. If it be held that 
such a course were mistaken, then it is merely necessary to rename the 
award as damages “estimated within the statutory limits” under the 
equitable and discretionary powers granted the court by the statute 
in order to support the result. 

In conclusion, it is submitted that no profitable end can be served 
by an adherence to the view that § 101 of the copyright statute must 
be interpreted in the light of the constructions given the damage pro- 
visions in the patent statutes. It should be kept in mind that the 
“either-or” construction of § 4921 resulted from the wide acceptance 
of the theory that the plaintiff could recover only as much as he had 
lost due to the infringement. Section 101 of the copyright statute ex- 
plicitly states that both damages and profits may be recovered. Con- 
gress certainly must have had some purpose in employing such lan- 
guage. If the intent had been to restrict recovery to either damages 
or profits, the statute could and should have been phrased in the dis- 
junctive. It cannot be assumed that Congress unconsciously em- 
ployed the conjunction “and” while tying the courts’ hands by oral 
statements that the measure of damages was to be the same as in 
patent cases. It is to be noted that the recently enacted damage pro- 
vision of the Patent Act of 1952, 35 U.S.C.A. § 284 (Supp. 1953), 
is restricted in its terms to “damages,” all references to profits in 
conjunction with damages having been eliminated. Only a provision 
of this type can validly be construed to support and perpetuate the 
“either-or” principle. N. P. H. 





CopyRIGHTS — OVERLAPPING OF CopyRIGHT LAW AND DESIGN 
PaTtENT LAW—PATENTABILITY Not A Bar TO CopyRIGHT PROTEC- 
TION.—Respondents secured registration of various statutettes under 
the copyright law as “works of art” or reproductions thereof. 17 
U.S.C. §§ 4, 5(g) or (h) (Supp. 1952). The statuettes were pri- 
marily intended to be used as lamp bases. Without authorization pe- 
titioners copied the statuettes, embodied them in lamps, and sold them. 
Respondents sued petitioners for infringement and were denied re- 
covery in the district court on the ground that the utilitarian use of 
the statuettes barred copyright protection. On appeal, this was re- 
versed. Held, reversal by the court of appeals affirmed; the validity 
of the copyright is not affected by the patentability of the statuettes. 
Mazer v. Stem, 74 S. Ct. 460 (1954). 

The instant case is but one of a series of cases brought by respond- 
ents alleging infringement of their copyrights. Stein v. Expert Lamp 
Co., 96 F. Supp. 97 (N.D. Ill. 1951), aff'd 188 F.2d 611 (7th Cir. 
1951); Stein v. Rosenthal, 103 F. Supp. 227 (S.D. Calif. 1952), aff'd 
sub nom. Rosenthal v. Stein, 205 F.2d 633 (9th Cir. 1953) ; Stein v. 
Benaderet, 109 F. Supp. 364 (E.D. Mich. 1952). The principal ques- 
tion presented in each of these cases was whether or not the utility 
of the statuettes or their intended utilization as an article of manu- 
facture barred copyright protection. 
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Congress has provided that “Whoever invents any new, original 
and ornamental design for an article of manufacture may obtain a 
patent therefor... .” 35 U.S.C.A. § 171 (Supp. 1953). Section 4 
of the copyright law, supra, states that “the works for which copy- 
right may be secured under this title shall include all the writings of 
an author.” Section 5 enumerates various classes of copyrightable 
works including “(g) Works of art; models or designs for works of 
art” and “(h) Reproductions of a work of art.” The problem which 
arises in interpreting these statutes is whether or not the provisions 
of the design patent law and copyright law are mutually exclusive. 

In Louis de Jonge & Co. v. Brueker & Kessler Co., 182 Fed. 150 
(E.D. Pa. 1910), the court stated that where a work could either be 
copyrighted or patented under the design patent law, the creator of 
the work could elect under which law he would seek protection, be- 
coming bound by such election. See Note, 21 Gro. Wasu. L. Rev. 
353 (1952). This case was affirmed on other grounds in 191 Fed. 35 
(3rd Cir. 1911) and 235 U.S. 33 (1914), but neither the Circuit 
Court of Appeals nor the Supreme Court found it necessary to pass 
on the issue as to whether an election would be permitted. 

The series of Stein cases, supra, serve to focus attention on the 
problem, presenting, as they do, but one issue, the validity of a copy- 
right on an article the design of which might be patented. On sub- 
stantially the same fact situations, the decisions are in direct conflict. 

Stein v. Expert Lamp Co., supra, was the first of the series. The dis- 
trict court, through error, was under the impression that photographs 
of the statuettes were submitted to the Copyright Office showing the 
lamp mounting stubs in place on the statuettes. The court considered 
this to be evidence of the practical use for which the statuettes were 
intended and held that a device which is intended solely for practical 
use could not be copyrighted, citing Baker v. Seldon, 101 U.S. 99 
(1879). When apprised of its error on petition for reconsideration, 
the district court held that the presence or absence of the attachments 
was immaterial. On appeal, the circuit court affirmed, declaring that 
the design patent law and copyright law provided two separate and 
distinct classes or fields of protection. Stein v. Expert Lamp Co., 
supra, at 612. 

Stein v. Rosenthal, supra, was the second case. There the court 
upheld the copyright, holding that the appropriateness of copyright 
protection was to be determined by the character of the work as regis- 
tered. The district court further held that the intent of the registrant 
to use it for an utilitarian purpose played no part in that determination. 
In affirming this decision the court of appeals recognized that there 
might be an area in which a work might be patented or copyrighted. 
The court stated that a thing was “a work of art” if it fell within the 
historical conception of the term art. By the same token it was a 
design, the two not necessarily being distinct. Rosenthal v. Stein, 
supra, at 635. 

The decision in Stein v. Benaderet, supra, followed the reasoning 
of the Court of Appeals for the Seventh Circuit and held the copy- 
rights invalid. The court held that it was the intent and purpose of 
the designer which determined whether an object was copyrightable 
as a “work of art” and stated that if an object of primarily utilitarian 
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purpose could be copyrighted, the entire object of the design patent 
law would be circumvented. 

In the trial court phase of the instant case the petitioners asserted 
that the statuettes were not “works of art” as defined in § 5(g) and 
(h), supra, since they were primarily utilitarian in nature. Petitioners 
further asserted that the statuettes were articles of manufacture, pro- 
tection for which had to be obtained under the design patent laws. In 
accepting petitioners’ assertion, the district court held that there was 
a distinct difference between the types of protection obtainable under 
the copyright and design patent laws, respectively, citing Burrow- 
Giles Lithographic Co. v. Sarony, 111 U.S. 53 (1884) and Taylor 
Instrument Cos. v. Fawley-Brost Co., 139 F.2d 98 (7th Cir. 1943), 
cert. denied, 321 U.S. 785 (1944). On appeal this was reversed, the 
Court of Appeals for the Fourth Circuit holding that a copyright pro- 
tects a “work of art” qua “work of art” without regard to any func- 
tional use to which it might later be put. Stein v. Mazer, 204 F.2d 
472, 477 (4th Cir. 1953). The Supreme Court, in approving this 
view, held that the design patentability of the statuettes, be they made 
for use as lamp bases or not, did not bar a copyright for them as 
“works of art,” stating that neither the Copyright Statute nor any 
other statute required a holding to the contrary. 

The decision in the instant case goes far towards freeing from con- 
fusion an important area of copyright law. Further, the decision goes 
far towards relieving designers from the precarious position in which 
they were placed by rulings holding the copyright law and design 
patent law to be mutually exclusive. Under such rulings, should a 
designer elect to seek protection under the copyright law, as in the 
instant case, and have the court hold the copyright invalid because 
design patent law was applicable, he would be faced with the holding 
in the de Jonge case, supra, that he was bound by his election. The 
net result would be that he would have no protection whatsoever 
against others pirating his design. See Pogue, Borderland—Where 
Copyright and Design Patent Meet, 52 Micu. L. Rev. 33 (1953). 
Further, the burden of obtaining a patent is a much greater one than 
that of obtaining a copyright, with consequently broader protection. 
A patent gives a monopoly on the article patented. A copyright 
merely protects the copyrightee from others copying his design. 
White-Smith Music Pub. Co. v. Apollo Co., 209 U.S. 1 (1908). 
Thus, it gives no monopoly on the article into which the design may 
be subsequently incorporated. Copyright Rules and Regulations, 37 
Cope Fep. Recs. § 202.8 (1949). To say that a designer may not 
copyright his design merely because he incorporates it into an article 
which is susceptible of patent protection, places an unwarranted bur- 
den on a designer who seeks only to protect the expression of his 
creative ability. The Court’s decision relieves the designer of this 
burden. Petitioners’ contention that utility bars a copyright was 
properly rejected by the Court. S. N. R. 


CriMINAL LAW—ADMISSIBILITY OF EVIDENCE OBTAINED BY WIRE 
TAPPING—FEDERAL CoMMUNICATIONS AcT oF 1934.—In a prose- 
cution for violations of the Narcotic Acts the evidence against the 
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defendant was obtained by a search warrant based upon information 
obtained by federal agents who tapped a telephone wire while the de- 
fendant was in conversation with an informer. The wire was tapped 
at the informer’s end of the line and a recording of the conversation 
made with his knowledge and consent. In a motion to suppress evi- 
dence obtained pursuant to the search warrant the defendant relied 
on § 605 of the Act of June 19, 1934, 48 Srar. 1103, 47 U.S.C. § 605 
(1946) (Communications Act), which provides, “. . . no person 
not being authorized by the sender shall intercept any communication 
and divulge or publish the existence, contents, substance, purport, 
effect, or meaning of such intercepted communication to any per- 
son... .” Held, the evidence was admissible, since consent of one 
of the participants in the conversation to the listening by the law en- 
forcement officer was sufficient authorization within the meaning of 
the statute and there was no interception, but a mere recording of the 
conversation at one end of the line. United States v. Sullivan, 116 
F. Supp. 480 (D.D.C. 1953). 

Although the trial court in the instant case had made a similar hold- 
ing in a previous case, that conviction was reversed on other grounds. 
United States v. Lewis, 87 F. Supp. 970 (D.D.C. 1950), reversed 
sub nom, Billect v. United States, 184 F.2d 394 (D.C. Cir. 1950). 
The Court of Appeals did not discuss the recording of a telephone 
conversation with the consent of only one party. Moreover, in James 
v. United States, 191 F.2d 472 (D.C. Cir. 1951), it was stated that a 
recording of a telephone conversation with a government witness was 
inadmissible without his consent to the interception and use of the 
recording as evidence. This statement was dictum, but raises an in- 
ference that the Court of Appeals in the Billeci decision did not in- 
tend to approve the trial court’s ruling on this point. 

Prior to the decision in the Sullivan case, two other circuits were 
confronted with the same question and reached conflicting results. 
In United States v. Yee Ping Jong, 26 F. Supp. 69 (W.D. Pa. 1939), 
the evidence against the defendant was obtained by tapping the tele- 
phone wire inside the house from which the informer was calling, 
during a conversation between the informer and the defendant. The 
tapping was done with the knowledge and consent of the informer. 
The court held that the admission in evidence of the phonograph 
record of the conversation did not violate § 605 because there was 
no interception within the meaning of the Act. “Intercept” was held 
to mean to seize before arrival at the destined place, and here there 
was a mere recording of the conversation at one end of the line as it 
was received by one of the participants. Since only one of the parties 
had authorized the third party to record the conversation, the impli- 
cation of the decision was that consent of one of the parties is suf- 
ficient “authorization” under the statute. 

In United States v. Polakoff, 112 F.2d 888 (2d Cir. 1940), cert. 
denied, 311 U.S. 653 (1940), the trial court allowed the prosecution 
to introduce evidence obtained by the recording of a telephone con- 
versation between an informer and the defendant. The recording had 
been made with the knowledge and consent of the informer, who 
called defendant from another room while FBI agents listened in on 
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an extension phone and recorded the conversation. The court there 
held the admission of the recording violated § 605, which prohibits 
the divulgence of communications unless authorized by the sender. 
The court stated the word “sender” as used in the statute applies to 
both parties to a telephone conversation, and therefore both partici- 
pants must consent to the interception before it may be deemed “au- 
thorized” under the Act. The court held the listening in and record- 
ing to be an interception, even though no physical apparatus was 
introduced into the wire. Because the statute speaks not of physical 
taps but of interception, the means used were held to be unimportant 
as long as there was an invasion of privacy. One judge dissented 
strongly for the reasons stated in the majority opinion in the Yee 
Ping Jong case. 

The court in the principal case followed the interpretation of § 605 
laid down in United States v. Yee Ping Jong, supra. The statute 
was interpreted as intending to regulate the illegitimate disclosure of 
messages by confidential employees and surreptitious wire tapping. 
The court stated that it was common practice for a person talking on 
the telephone to permit another party to listen in on the conversation, 
and that Congress could not have intended to prohibit this innocent 
practice. In addition, the court felt the authority of the Polakoff case 
had been impaired by the Supreme Court’s decision in Goldman v. 
United States, 316 U.S. 129 (1942). 

The latter case involved the use of a recording device in a room 
adjoining the defendant’s office, and the defendant’s telephone con- 
versation, overheard as it was spoken into the receiver, was admitted 
in evidence. The Court held this did not violate § 605 as it was 
neither a “communication” nor an “interception” within the meaning 
of the Act. The Court felt that listening in the next room to the words 
of the defendant as he talked into the telephone receiver was no more 
than eavesdropping. Although the Goldman decision, at 134, states 
that interception “does not ordinarily connote the obtaining of what 
is to be sent before, or at the moment, it leaves the possession of the 
proposed sender, or after, or at the moment, it comes into the pos- 
session of the intended receiver,” it is to be remembered that the 
Court was not there dealing with any apparatus attached to the tele- 
phone wire. The fact situation is so different from that in the Yee 
Ping Jong, Polakoff, and Sullivan cases, that the decision cannot 
properly be said to overrule the Polakoff case. Later decisions in the 
Second Circuit show that there is a difference of opinion in that court 
as to the effect of the Goldman case. See the concurring opinion in 
Reitmeister v. Reitmeister, 162 F.2d 691 (2d Cir. 1947). In United 
States v. Coplon, 88 F. Supp. 921 (S.D.N.Y. 1950), the District 
Court, in reviewing the law applicable to admission of evidence ob- 
tained by wire tapping, stated that the consent of both parties to the 
conversation is necessary before an interception is “authorized” 
within the meaning of § 605. 

The question of the admissibility of wiretap evidence in the federal 
courts first arose in Olmstead v. United States, 277 U.S. 438 (1928). 
The Court, in a 5-4 decision, there held that wire tapping was not an 
illegal search and seizure. While it conceded the evidence was not 
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obtained in conformity to the “highest ethics,” the Court stated any 
ban on evidence obtained by such means must come from Congress. 
Justice Holmes, in a strong dissent, characterized wire tapping as 
“dirty business,” and reflected the tenor of the decisions to come 
when he stated that, although it is desirable to detect criminals, it is 
also desirable for the government to refrain from criminal acts in 
doing so. He felt the Court had to make a choice, and in his opinion 
it was a lesser evil that some criminals should escape than that the 
government should play an ignoble part. Future decisions by the 
Court on this point were to emphasize the ethical aspects of obtaining 
information in this matter. 

In 1934 Congress enacted the Communications Act, § 605 of which 
prohibited the interception and divulgence of a communication with- 
out the consent of the sender. In Nardone v. United States, 302 U.S. 
379 (1937), the Court held this ban applies to federal agents and evi- 
dence obtained by wire tapping is inadmissible in federal courts. 
Concern over the moral issues was again expressed when the majority 
stated at 383, 384: “For years controversy has raged with respect 
to the morality of the practice of wire tapping by officers to obtain 
evidence. It has been the view of many that the practice involves a 
grave wrong. . . . Congress may have thought it less important that 
some offenders should be unwhipped of justice than that officers 
should resort to methods deemed inconsistent with ethical standards 
and destructive of personal liberty.” In the second Nardone case, 
Nardone v. United States, 308 U.S. 338 (1939), the Court held that 
§ 605 bars not only evidence directly obtained by tapping wires, but 
“fruit of the poisonous tree.” In Weiss v. United States, 308 U.S. 
321 (1939), the Court held that where the Act has been violated, both 
intrastate and interstate messages are barred. 

From 1937, when the first Nardone case was decided, until 1942, 
the trend of the decisions was to limit the admissibility of such evi- 
dence in the federal courts. Since 1942, beginning with Goldstein v. 
United States, 316 U.S. 114 (1942), the Court has indicated its un- 
willingness to extend the area of inadmissibility any farther than the 
limits set in its previous decisions. In the Goldstein case the Court 
held, in a 5-3 decision, that only parties to the conversation can object 
to the admission of wiretap evidence. In Goldman v. United States, 
supra, it was held that divulgence of a person’s telephone conversa- 
tion, overheard as it is spoken into the receiver, does not violate the 
statute. In On Lee v. United States, 343 U.S. 747 (1952), involving 
evidence obtained by use of a radio transmitter concealed on the 
person of one of two conversants, the Court held § 605 inapplicable, as 
there was no interference with any communication facility and the de- 
fendant was not using a system of communication within the Act. In 
Schwartz v. Texas, 344 U.S. 199 (1952), the Court held the pro- 
hibition against wiretap evidence did not apply in actions in state 
courts, as Congress had not expressed the intent that it should so 
apply. 

Phe four decisions beginning in 1942 with the Goldstein case have 
not brought about any substantial change in the interpretation of § 605 
laid down in the two Nardone cases. Of these four, two held that the 
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Act regulates only communications by wire, one involved application 
of the statute in a state court, and one held § 605 cannot be invoked 
by third parties. None of these decisions lends support to a technical 
construction of the word “interception” as used in § 605. Although 
a restricted definition was approved in the Goldman case, the Court 
was considering a situation clearly not within the prohibition of the 
statute. In view of the statement by the Court in the second Nardone 
case that the decision which established the ban on admission of wire- 
tap evidence in the federal courts was not the product merely of a 
meticulous reading of the technical language of the statute, but the 
translation into practicality of broad considerations of morality and 
public well-being, it is probable that the Court would not sanction a 
narrow definition of “interception” under the facts in the Sullivan 
case. 

Although the particular point involved has never been determined 
by the Supreme Court, it is submitted that the decision in the Sullivan 
case is inconsistent with the intent of Congress in enacting § 605 into 
law and the spirit of that Court’s decisions interpreting that section. 
The provision was intended to interject a moral standard into the 
methods of procuring evidence and to prevent invasion of the privacy 
of telephone conversations. To implement this broad objective, the 
statute confers a privilege upon any party to a telephone conversation 
against its divulgence without his authorization. Testimonial privi- 
leges are commonplace in the law of evidence. The universal rule is 
that only the person for whose benefit the privilege was conferred 
may waive it. The reason for this rule is not difficult to understand. 
The value of the privilege is dissipated if the other party to the con- 
versation, when called upon to testify, may choose whether or not he 
wishes to repeat it. The holding in this case, which would permit one 
party to a telephone conversation to waive the other’s privilege to 
object to admission of a record of that conversation in evidence 
against him in a court of law, destroys the protection of privacy 
granted by § 605 of the Communications Act of 1934. D. 


Lasor LAw—EconoMIc PRESSURES—STATES’ RIGHT TO ENJOIN 
PicKETING.—An employer’s trucking business was picketed by the 
union. The picketing was peaceful and orderly but the employer’s 
business fell off as much as 95%. The lower state court found that 
the purpose of such picketing was to coerce the employer into com- 
pelling his employees to join the union, a violation of the Pennsyl- 
vania Labor Relations Act, P.L. 1172, 43 Pa. Stat. Ann. § 211.6 
(Purdon 1952), and enjoined the picketing. The State Supreme 
Court dissolved the injunction, ruling that the N.L.R.B. had exclu- 
sive jurisdiction over the matter. Held, action of the State Supreme 
Court affirmed. The National Labor Relations Act (N.L.R.A.), 49 
Stat. 452 (1935), as amended, 29 U.S.C. § 158 (Supp. 1952), had 
pre-emptied the field concerning peaceful picketing affecting inter- 
state commerce and the only avenue of relief open to the employer 
was an unfair practice proceeding before the N.L.R.B.; such an in- 
junction by the state was an obstruction of federal policy. Garner v. 
Teamsters, Chauffeurs and Helpers Local Union No. 7/76 (A.F.L.), 
33 L.R.R.M. 2219, 345 U.S. 991 (1953). 
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A matter of policing by state and local authorities, the regulation 
of strikes and picketing was long governed by the principle that the 
objective of such activity and the means employed must be lawful. 
In this country the origin of the injunction in labor controversies 
dates back to King v. Ohio & Miss. Ry., 14 Fed. Cas. 539 (C.C. Ind. 
1877). The Sherman Act, 26 Stat. 209 (1890) as amended, 15 
U.S.C. § 1 (1946), increased the effectiveness of the employer’s 
remedy against union action. If it could be shown that the action 
interfered with interstate commerce, the injured employer could sue 
in federal courts for treble damages. A provision was included in the 
Clayton Act, 38 Stat. 738, 29 U.S.C. § 52 (1914), to exempt unions 
from suits under the Sherman Act. But Duplex Printing Press Co. 
v. Deering, 254 U.S. 443 (1920), restricted the scope of the fore- 
going provision to union activities directed against an employer by 
his own employees. This interpretation led to the Norris-LaGuardia 
Act, 47 Strat. 70, 29 U.S.C. §§ 101-115 (1932), which narrowed the 
circumstances under which federal courts could grant an injunction 
in labor disputes. The allowable area of union activity was declared 
not to be restricted to an immediate employer-employee relationship. 
United States v. Hutchinson, 312 U.S. 219 (1941) construed the 
Clayton and Norris-LaGuardia Acts together, holding that if a union 
acted in its own particular interest, it could not be indicted under the 
Sherman Act. 

The primary responsibility for regulating strikes and picketing, 
taken away from the states under the Sherman Act, was thus re- 
turned to them by the Hutchinson case. The arc of the swinging 
pendulum, however, was short. The United States Supreme Court 
denied state courts’ authority to enjoin peaceful picketing in Thorn- 
hill v. Alabama, 310 U.S. 88 (1940); American Federation of Labor 
v. Swing, 312 U.S. 321 (1941); and Bakery and Pastry Drivers and 
Helpers v. Wohl, 315 U.S. 769 (1942). These cases held that the 
forbidding of picketing by the states was an infringement of free 
speech as guaranteed by the Fourteenth Amendment to the Federal 
Constitution; that employees have a right to inform the public as to 
the facts of a labor dispute. 

In a few years, however, the pendulum resumed its swing toward 
state control of strikes and picketing. In a series of decisions in 1949 
and 1950, the Supreme Court held that state courts may enjoin peace- 
ful picketing where it violates a law or public policy of the state. In 
Giboney v. Empire Storage and Ice Co., 336 U.S. 490 (1949), an 
injunction restraining a union of ice-truck drivers from peacefully 
picketing an ice company in an effort to compel the company to agree 
to stop selling ice to non-union peddlers was held valid as enjoining 
an offense against the state’s antitrust law, and not invalid as abridg- 
ing the right of free speech. It was recognized by the courts that 
picketing involves more than free speech, and that the fact that such 
activity was to compel the employer to commit an act in violation of 
a valid state law must be recognized. In Hughes v. Superior Court, 
339 U.S. 460 (1950), a union employed picketing in an effort to 
force the employer to submit to a system whereby his employees 
would be in proportion to the racial origin of the store’s customers. 
The state enjoined the picketing as a violation of its policy against 
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discrimination in employment. The Court held the injunction valid, 
again recognizing that picketing is something more than a mode of 
communication. In International Brotherhood of Teamsters v. Hanke, 
339 U.S. 470 (1950), the Court upheld a state decision that picketing 
of a self-employed used-car dealer should be enjoined since the state 
had made it a practice to safeguard self-employers and little business- 
men. In Building Service Employees Union v. Gazzam, 339 U.S. 532 
(1950), the union picketed an employer who refused to make mem- 
bership in the union a condition to employment. The state injunc- 
tion was held valid since the purpose of such picketing violated the 
public policy of the state. See, e.g., Union v. Graham, 345 U.S. 192 
(1953) (held, Virginia may enjoin peaceful picketing when it is car- 
ried on for purposes in conflict with the Virginia Right to Work 
Statute). 

The Taft-Hartley amendments to the N.L.R.A., supra, proscribed 
unfair labor practices by unions and gave the N.L.R.B. power to pre- 
vent them. Such practices included strikes and picketing when 
carried on for specified unlawful purposes. Conflict between the 
N.L.R.B. and state courts concerning the regulation of strikes and 
picketing resulted. In La Crosse Telephone Corp. v. W.E.R.B., 336 
U.S. 18 (1949), a state statute allowing a majority of the employees 
in a single craft to elect to constitute that group a separate bargain- 
ing group, was held repugnant to the N.L.R.A., which leaves such 
a matter to the discretion of the Board. But in International Union, 
U.A.W., A.F.L. v. W.E.R.B., 336 U.S. 245 (1939), a state statute 
making it an unfair labor practice for employees to engage in a con- 
certed effort to interfere with production, except by leaving in an 
orderly manner for the purposes of going on strike, was held valid 
when enforced against a union for calling a series of surprise ces- 
sations of work. The Court held that the state’s action in ordering 
the union to cease and desist was within the police power of the state. 
In Algoma Plywood and Veneer Co. v. W.E.R.B., 336 U.S. 301 
(1949), the state board was held to have concurrent jurisdiction with 
the N.L.R.B. where the state statute requirement of a referendum 
went beyond requirements of the N.L.R.A., but was not inconsistent 
with the Federal Act. But the La Crosse case was followed in Plank- 
inton Packing Co. v. W.E.R.B., 338 U.S. 953 (1950), and the state 
was denied authority to act in a reinstatement case, even though the 
federal and state laws were not inconsistent. 

In International Union of U.A., A&A.I.W. v. O’Brien, 339 U.S. 
454 (1950), federal regulation of peaceful strikes for higher wages in 
industries was held to be exclusive, and the state statute, conflicting 
with federally protected labor rights, was forced to yield. Thus, the 
pendulum of strike and picket regulation began its swing back to fed- 
eral control. Amalgamated Association of Street, Electric Railway & 
Motor Coach Employees v. W.E.R.B., 340 U.S. 383 (1951), held a 
state public utility anti-strike law invalid, declaring that Congress had 
closed the field against peaceful strikes in so far as interstate com- 
merce was concerned. Matter of Thayer Co., 99 N.L.R.B. 165 
(1952), was an N.L.R.B. decision, holding invalid a state court’s in- 
junction against a strike. The state had contended that the strike 
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was violative of its labor relations policy. The N.L.R.B. declared that 
the N.L.R.A. had pre-emptied the field of peaceful strikes affecting 
commerce. 

The instant case ousts the state courts of all jurisdiction over peace- 
ful picketing and it would appear that the pendulum has once again 
swung too far toward federal control of strikes and picketing. If pick- 
eting comes within the jurisdiction reserved for the N.L.R.B. and is 
not subject to restraint under the N.L.R.A., then it is still presumably 
immune from restraint by the state. The employer, even though he 
may be suffering irreparable injury, is denied the effective and speedy 
remedy of the state injunction. The state, in governing its internal 
affairs, is denied the power to regulate a course of conduct neither 
made a right under the federal law nor 4 violation of it. 


K. T. W,, Jr. 


Mivitary LAW—REVIEW OF ORDERS OF THE COURT OF MILITARY 
AppEAts As AN “ADMINISTRATIVE AGENCY.”—Petitioner, tried by 
court-martial and convicted of embezzlement, was dishonorably dis- 
missed from the Naval Reserve on February 8, 1950. After an un- 
availing application to the Judge Advocate General of the Navy for 
discretionary review of his case involving an offense committed during 
World War II, § 12, 64 Stat. 147 (1950), 50 U.S.C. § 740 (Supp. 
1952), petitioner moved the United States Court of Military Appeals 
for review pursuant to Art. 67(b)(3), Uniform Code of Military 
Justice (UCMJ), 64 Star. 107 (1950), 50 U.S.C. §§ 551-741 (Supp. 
1952). That petition was dismissed on July 10, 1953, and a subse- 
quent Petition for Reconsideration was also dismissed on August 13, 
1953. Thereupon petitioner filed a motion in the United States Court 
of Appeals for the District of Columbia Circuit for review of the above 
orders of the Court of Militry Appeals. For jurisdiction of the court 
over his motion, petitioner relied upon Rule 38 of the General Rules 
of that Court of Appeals entitled: “Review or Enforcement of Orders 
of an Administrative Agency, Board or Commission, Other than the 
Tax Court of the United States, the Board of Tax Appeals for the 
District of Columbia, and the Federal Communications Commission.” 
Held, motion denied; the Court of Military Appeals is a legislative 
court, not an administrative agency, from which the power of direct 
review of its orders has not been granted to the civil courts even 
though constitutional questions are raised by the case. Shaw v. 
United States, Misc. 397, D.C. Cir., January 21, 1954. 

In holding that the Court of Military Appeals is, in every signfi- 
cant respect, a court intended “. . . in its dignity and in its stand- 
ards of administering justice to be assimilated to and equated with 
the established courts of the Federal System,” the Court of Appeals 
considered the statutory provisions for, and hearings concerning, the 
establishment of the court as well as the opinions of the Supreme 
Court in Burns v. Wilson, 346 U.S. 137 (1953). 

Provision for the establishment of the Court of Military Appeals 
is contained in Art. 67, UCMJ, wherein that body is denominated a 
“court,” its members “judges,” its presiding officer “Chief Judge,” 
and is located for “administrative purposes” in the Department of 
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Defense. The judges are appointed by the President, by and with 
the consent of the Senate, for a term of fifteen years at a salary of 
$17,500 a year, and are removable by the President for neglect of 
duty, malfeasance in office, or mental or physical disability. While 
the manner of appointment is by no means distinctive of a judge, it 
is typical. The term is eleven years longer than that of judges of the 
supreme courts of the territories and insular possessions, Rev. Start. 
§ 1864 (1875), 48 U.S.C. § 1463a (1946), and the various United 
States District Courts in the territories. See, e.g., Alaska, 62 Star. 
987 (1948), 48 U.S.C. § 112 (Supp. 1952). The salary is that of a 
judge of the Court of Appeals. The dignity and status of the court 
is such that only a judge of the Court of Appeals-could be appointed 
by the President to fill the office of a judge of the Court of Military 
Appeals temporarily unable to perform his duties because of illness 
or other disability. UCMJ, Art. 67(a) (4). It would be difficult to 
contend that Congress used the words “court” and “judge” loosely 
inasmuch as the immediately preceding section of the act, UCMJ, 
Art. 66, treating with boards of review refers to such bodies as 
“boards” composed of “members” and locates them (not just for ad- 
ministrative purposes) in the offices of the Judge Advocates General 
of the armed forces. Additionally, the scope of review by the boards 
includes questions of law and fact while that of the Court of Military 
Appeals is limited to questions of law—a usual distinction between 
administrative and judicial appellate review. 

In its deliberations on the UCMJ, the House Committee on Armed 
Services rejected the proposal that the court be called a “judicial 
council” inasmuch as it is to be “. . . a judicial tribunal and to be 
the court of last resort for court-martial cases, except for the consti- 
tutional right of habeas corpus. . . .” H.R. Rep. No. 491, 8lst 
Cong., 1st Sess. 7 (1949). The Senate Committee on Armed Serv- 
ices likewise rejected the proposed “judicial council” and insisted 
upon a Court of Military Appeals, a “court of last resort” free from 
control and direction by the Department of Defense in which the court 
was to be located only for administrative purposes. SEN. Rep. No. 
486, 81st Cong., Ist Sess. 2, 28 (1949). See Walker and Niebank, 
The Court of Military Appeals—Its History, Organization and Oper- 
ation, 6 VaAnp. L. Rev. 228 (1953). 

The Court of Appeals in the principal case reiterated the position 
taken by the Supreme Court that the Court of Military Appeals 
“. . . is the highest court in the military system,” Burns v. Wilson, 
supra, and here holds that “. . . it is properly to be viewed as a 
specialized legislative court, comparable to the United States Court 
of Customs and Patent Appeals.” In providing for the establishment 
of the court, Congress was exercising its powers “To make Rules for 
the Government and Regulation of the land and naval Forces,” U.S. 
Const. Art. I, § 8, Cl. 14, rather than ordaining and establishing a 
court inferior to the Supreme Court, U.S. Const. Art III, § 1, as 
they might have done. Burns v. Lovett, 202 F.2d 335 (D.C. Cir. 
1952), aff'd sub nom. Burns v. Wilson, supra. Had the intent of 
Congress not been apparent from the location of the establishing pro- 
vision within the UCM], the fixing of the tenure of the judges of the 
court at less than “good behavior” would have precluded the Court 
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of Military Appeals being a “constitutional” court. Williams v. 
United States, 289 U.S. 553 (1933). This status of being a “legisla- 
tive” court does not require that a court be considered any less a 
court or unable to exercise a judicial power apart from that granted 
by Article III of the Constitution. Williams v. United States, supra; 
American Insurance Co. v. Canter, 1 Pet. 511 (U.S. 1828) ; Lockerty 
v. Phillips, 319 U.S. 182 (1943). Military courts have long been 
considered to exercise this type of judicial power. Dynes v. Hoover, 
20 How. 65 (U.S. 1858); Runkle v. United States, 122 U.S. 543 
(1887) ; McClaughry v. Deming, 186 U.S. 49 (1902). 

The Court of Appeals interpreted the UCMJ as barring the direct 
appeal petitioner requested inasmuch as Article 76 provides, inter 
alia, that the appellate review provided by the Code is to be “final 
and conclusive” and “binding” upon the courts of the United States. 
While the terms “final and conclusive” and “‘binding” as used in the 
Article might be viewed from their plain meaning as doing nothing 
more than fixing the point at which military tribunal proceedings be- 
come final judgments necessary for appellate review, Catlin v. Unitel 
States, 324 U.S. 229 (1945), the Supreme Court has not so treated 
it, nor on the other hand has it held that the provision divests the civil 
courts’ jurisdiction over an application for habeas corpus from a mili- 
tary prisoner. Burns v. Wilson, supra; Gusik v. Schilder, 340 U.S. 
128 (1950). This clearly was the intent of Congress. SEN. Rep. No. 
486, 81st Cong., Ist Sess. 33 (1949). This provision of the Code, so 
interpreted, does not change any rule but rather serves to codify the 
precedents existing prior to the enactment of the UCMJ. In re Yama- 
shita, 327 U.S. 1 (1946); Hiatt v. Brown, 339 U.S. 103 (1950) ; 
Whelchel v. McDonald, 340 U.S. 122 (1950). See Wurfel, Military 
Habeas Corpus, 49 Micu. L. Rev. 493, 699 (1951); Snedeker, 
Habeas Corpus and Court-Martial Prisoners, 6 VANp. L. Rev. 288 
(1953); 21 Geo. Wasu. L. Rev. 492 (1953). The ability of Con- 
gress to prescribe the appellate review to be given the proceedings of 
military tribunals by the civil courts has long been settled. Ex parte 
Vallandigham, 1 Wall. 243, 251 (U.S. 1863). As the remedy of 
habeas corpus may be pursued in the constitutional courts under the 
present law, Congress cannot be said to have precluded correction of 
constitutional error in the trial forum as it is forbidden to do. John- 
son v. Zerbst, 304 U.S. 458 (1938); Estep v. United States, 327 
U.S. 114 (1946). 

The instant case, by its according the Court of Military Appeals 
the position of supreme court in matters of military law, makes plain 
that that court alone has jurisdiction to review the cases from military 
tribunals unless the defendant wishes to bring an action in the Court 
of Claims limited to the recovery of his monetary losses, Shapiro v. 
United States, 69 F. Supp. 205 (Ct. Cl. 1947), or is in position to 
make application for writ of habeas corpus as pointed out above. It 
should be mentioned however, that the review afforded in both of 
these exceptions will be limited to an examination of the jurisdiction 
exercised by the military tribunal or authority, Shapiro v. United 
States, supra, Hiatt v. Brown, supra; and, in at least the latter ex- 
ception, the petitioner must first have exhausted the remedies sup- 
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plied him by the UCMJ except where further pursuit of such reme- 
dies would be futile. Wade v. Mayo, 334 U.S. 672, 681 (1948). 

It is submitted that the supremacy in its area acknowledged to the 
Court of Military Appeals in the principal case does not mean that 
court is free to invade the prerogatives of the Supreme Court finally 
to interpret the Constitution even though the defendant may be a 
serviceman. As Mr. Justice Douglas pointed out in his dissenting 
opinion in Burns v. Wilson, supra at 154: “. . . [T]he rules of 
due process which they [the Court of Military Appeals] apply are 
constitutional rules which we, not they, formulate.” The Court of 
Military Appeals has itself questioned its ability to measure the 
UCMJ against the Constitution, United States v. Sutton, 3 USCMA 
220, 11 CMR 220 (1953) semble; nevertheless, assuming such 
ability does exist, the necessity to do so is not likely to arise soon 
since that court has held that it will determine the rights and privi- 
leges of the accused serviceman from statute rather than the Consti- 
tution. United States v. Clay, 1 USCMA 74, 77, 1 CMR 74, 77 
(1951); 20 Geo. Wasu. L. Rev. 490 (1952). There is no reason 
for conflict between the courts if this view is held. 

The holding in the instant case properly accords the Court of Mili- 
tary Appeals its intended status and jurisdiction. To have held other- 
wise would have relegated the court to the position of a “judicial 
council” and effectively subordinated the entire hierarchy of military 
tribunals to the United States Court of Appeals for the District of 
Columbia Circuit, contrary to precedent, statute, and the intention 
of Congress. M. A. C., Jr. 


[Note] The above annotation was prepared by a second-year stu- 
dent, M. A. Clary, Jr., under the direction of the Law Review staff. 


PATENTS—DOoUBLE PATENTING—DESIGN PATENT AS REFERENCE. 
—Appellants’ claim in a mechanical application relating to a finger 
ring was rejected on the ground of double patenting in view of his 
prior design patent. The prior patent issued on an application pend- 
ing with, but filed earlier than, the application containing the rejected 
claim. An appeal was taken to the Court of Customs and Patent 
Appeals. Held, the decision of the Board of Appeals is affirmed, on 
the grounds that the claim of the application reads on the ring of the 
design patent, and that it would be an extension of the monopoly to 
grant a patent on such application. In re Phelan, 40 C.C.P.A. (Pat- 
ents) —, 205 F.2d 183, 98 U.S.P.Q. 156 (1953). 

The principal issue in this case concerns the test to be applied to 
determine whether or not a given design patent is to be employed as 
a basis for a rejection of the claims of a subsequently filed application 
by the same inventor for a mechanical patent. The court came to the 
conclusion that the alleged design and mechanical inventions resided 
in substantially identical structures. The basis for the decision was 
the fact that (1) identical drawings accompanied both applications and 
(2) the appealed claim was readable on the design. Appellant intro- 
duced evidence in support of his contention that there was a patent- 
able distinction between the structure of the design patent and that 
of the claim. This evidence was a drawing which was obviously dif- 
ferent from that of the design patent but on which the appealed claim 
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still read. The court considered this evidence improper, on the 
grounds that there was no showing that appellant conceived of this 
other drawing prior to filing his application, and that such a showing 
would not be controlling even if proper. Thus, it appears that the 
court relied heavily, if not entirely, on the second ground mentioned 
above, namely, the “readability test.” 

Two valid patents for the same invention cannot be granted to the 
same party although the second patent contains more generic claims. 
Miller v. Eagle Mfg. Co., 151 U.S. 186 (1894). The second patent 
to issue would be void even though it had been filed first. Suffolk 
Manufacturing Co. v. Hayden, 3 Wall. 315 (U.S. 1865). See 19 
Geo. Wasu. L. Rev. 505 (1951). Similar rules apply in cases in- 
volving two design patents. Faris v. Patsy Frok and Romper Co., 
273 Fed. 900 (9th Cir. 1921). 

Some of the early cases on the subject imply that a design patent 
cannot be a bar to the grant of a mechanical patent to the same in- 
ventor. Collender v. Griffith & Co., 2 Fed. 206 (C.C.S.D.N.Y. 1880) ; 
Ex parte Jones, 1898 C.D. 155, 84 O.G. 1281 (Comm’r of Patents 
1898) ; Ex parte Palmer, 1882 C.D. 5, 21 O.G. 1111 (Comm’r of 
Patents 1881). Justification for this position was that the two types 
of patents were for two distinct inventions, and, therefore, the con- 
stitutional power to confer a monopoly on the one is not exhausted 
by the single grant on the other. Ex parte Jones, supra. Moreover 
the scope of the two types of claims is not the same. The shape cov- 
ered by the claim of the design patent may by attained without con- 
structing the mechanical combination claimed and vice versa. Col- 
lender v. Griffith, supra. Ornamentation is the basis for one, while 
mechanical function is the basis for the other. Ex parte Palmer, 
supra. A further distinction is the scope of protection. The test for 
infringement of a design patent is one depending on similarity of ap- 
pearance, Gorham Mfg. Co. v. White, 14 Wall. 511 (U.S. 1871), 
while a mechanical patent may be infringed by an article entirely dif- 
ferent in shape from that disclosed in the drawing. 

It is now well settled that an inventor’s earlier design patent may 
bar his later application for a mechanical patent. H. E. White Co. v. 
Morton E. Converse & Son Co., 20 F.2d 311 (2d Cir. 1927); In re 
Hargraves, 19 C.C.P.A. (Patents) 784, 53 F.2d 900, 11 U.S.P.Q. 
240 (1931); Ex parte Schlumbohm, 94 U.S.P.Q. 393 (Pat. Off. Bd. 
of Appeals 1952). It is, however, equally well settled that a design 
and a mechanical patent covering the same article of manufacture 
may coexist. Mathieu v. Mitchell Vance Co., 7 F.2d 837 (2d Cir. 
1925); Bayley and Sons, Inc. v. Standart Art Glass Co., 249 Fed. 
478 (2d Cir. 1918). 

The present day statutory basis for the rule prohibiting the grant 
of two valid patents for the same invention, to the same inventor is 
35 U.S.C.A. § 101 (Supp. 1953) which permits an inventor to obtain 
a patent for his invention. The Patent Laws however, do provide 
separately for design and mechanical patents, by prescribing (1) dif- 
ferent patent fees, 35 U.S.C.A. § 41 (Supp. 1953), (2) different 
periods of duration, 35 U.S.C.A. §§ 154, 173, and (3) different sub- 
ject matters capable of being patented, 35 U.S.C.A. §§ 101, 171 
(Supp. 1953). 
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With this background of statutory and case law, the courts have 
chosen to limit double patenting to those cases in which the inven- 
tions of both the design patent and mechanical application are indis- 
tinguishable and are the outcome of one and the same inventive idea. 
Wiliams Calk Co. v. Neverslip Mfg. Co., 136 Fed. 210 (C.C.M.D. 
Pa. 1905). This situation would occur “if the feature in which the 
noval esthetic effect resides, is the identical feature which produces 
the noval function, so that of necessity a structure would embody the 
design, . . .” In re Hargraves, supra. If the structure embraced by 
the claim of the mechanical patent would necessarily produce a struc- 
ture embodied in the design patent, there would be double patenting. 
Such was the test accepted prior to the decision in the principal case. 
Murdock v. Vaughn Novelty Mfg. Co., 51 U.S.P.Q. 214 (N.D. Il. 
1941); In re Barber, 23 C.C.P.A. (Patents) 834, 81 F.2d 231, 28 
U.S.P.Q. 187 (1936); Ex parte Schlumbohm, supra; Ex parte 
Hines, 70 U.S.P.Q. 331 (Pat. Off. Bd. of Appeals 1945) ; Ex parte 
Berlin, 48 U.S.P.Q. 140 (Pat. Off. Bd. of Appeals 1940); Ex 
parte Henry, 41 U.S.P.Q. 248 (Pat. Off. Bd. of Appeals 1938) ; 
Ex parte Balton, 35 U.S.P.Q. 251 (Pat. Off. Bd. of Appeals 1937). 

The factors involved in the principal case do not appear to justify 
a departure from the general rule expressed in the Hargraves case. 
The fact that in the principal case identical drawings were submitted 
with both applications appears to be immaterial, since the court, ap- 
plying the “readability test” would have had to reach the same result 
even if different drawings were submitted. Moreover, there appears 
to be no basis for the requirement of distinctly different drawings. 
Comparison of the two drawings is not proper in passing upon ques- 
tions of double patenting; it is the claimed subject matter that is 
compared and considered. MANUAL OF PATENT EXAMINING PRro- 
CEDURE, § 806.01. While the claim of a design patent is substantially 
restricted to the design shown, the drawing of a mechanical patent 
provides an illustration of merely one embodiment of the claimed in- 
vention. 

Basically, the quantum of invention is measured against different 
standards when applied to two design or two mechanical claims, re- 
spectively. In determining whether or not there is double patenting 
between a mechanical claim and a design patent claim, the question 
is whether or not a patentable distinction exists between two entities 
which differ in kind rather than in degree. To liken this situation to 
the case in which there is a generic claim in a mechanical application 
and a species claim patented to the same inventor is, therefore, un- 
justified since the difference between genus and species is one in de- 
gree rather than one in kind. The fallacy of the “readability test” is 
all the more obvious in those cases in which the functional concept 
is not apparent from the design drawing. To deny a utility patent 
solely on the grounds that the mechanical claim reads on the design 
could result in withholding a perhaps meritorious contribution from 
the public domain. The danger of such concealment, it is submitted, 
would greatly outweigh any possible harm caused by precluding the 
public from using the identical design at the expiration of its term. 

S. S. 
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PATENTS—INFRINGEMENT—PRESUMPTION AND BURDEN OF PROOF 
—PATENTABILITY AND VALIDITy.—In a suit for infringement, de- 
fendant introduced a group of patents which had not been considered 
by the Patent Office during the examination of plaintiff’s patent ap- 
plication. Each patent in the group was more pertinent to the dis- 
closure in plaintiff’s patent than any of the references cited by the 
Patent Office, and one of defendant’s references showed substantially 
the same combination, operation, and result as the device of plaintiff’s 
patent. The differences between the structures of plaintiff’s patent 
and defendant’s primary reference were: (1) making one old ele- 
ment into two new elements which, working together, produce ex- 
actly the same result within the combination as the old element; and 
(2) adding to the work performed by a different element of the old 
combination. Held, that the claims in suit are valid because they de- 
scribe a new and useful result which is produced in a different way. 
Jeoffroy Manufacturing, Inc. v. Graham, 206 F.2d 772 (5th Cir. 
1953). 

This holding embraces an issue which, though not discussed by the 
court, could have been decisive of the case. When the presumption 
of validity of a patent has been weakened by the introduction of more 
pertinent prior art, should the patentee then be required to assume 
the burden of proving his patent valid? 

This same circuit court has held that where there is no new mode 
of operation, patentable novelty may reside in old, or improved, ele- 
ments that have been combined in such a way as to produce the old 
mode of operation in a more efficient manner. Robertson Rock Bit 
Co. v. Hughes Tool Co., 176 F.2d 783 (5th Cir. 1949), cert. denied, 
338 U.S. 948 (1950). This must be the rule followed by the court in 
considering the patent here sued upon since the plow disclosed therein 
did not produce any mode of operation not shown in defendant’s ref- 
erences. 

It is well settled that the presumption of validity in an issued patent 
causes the burden of proving the invalidity of the patent to rest heavily 
on the party asserting invalidity, but there is no agreement among the 
courts as to just how much proof is required to overcome the pre- 
sumption. See Note, The New Patent Act and the Presumption of 
Validity, 21 Geo. Wasu. L. Rev. 575 (1953). It has been suggested, 
however, that the most widely adopted view is that invalidity must be 
proved beyond a reasonable doubt. 69 C.J.S. § 326e(4). 

The weight which is given the presumption of validity in infringe- 
ment suits where defendant does not cite new art varies widely. Note, 
The New Patent Act and The Presumption of Validity, supra. How- 
ever, the courts which have decided the point seem to be in agreement 
that the presumption of validity in an issued patent is at least weak- 
ened if the patent was granted without due consideration of the most 
pertinent prior art. Lempco Products v. Simmons, 140 F.2d 58 (6th 
Cir. 1944); Hunter Douglas Corp. v. Lando Products, Inc., 102 F. 
Supp. 635 (N.D. Cal. 1952); Paterno v. Surrette Storage Battery 
Co., 56 F. Supp. 329 (D. Mass. 1944); accord, Jacuzzi Bros. v. 
Berkeley Pump Co., 191 F.2d 632, 634 (9th Cir. 1951) (presumption 
dispelled) ; Allen v. Barr, 93 F. Supp. 589 (E.D. Mich. 1950), aff'd, 
196 F.2d 159 (6th Cir. 1952) (no presumption). 

9a 
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If a reference is cited in the Patent Office which appears to antici- 
pate an applicant’s disclosure, he has the burden of convincing the 
Examiner that he was the prior inventor or that his invention has 
patentable novelty in view of the cited reference. 37 Cope Fen. REGs. 
§§ 1.111(c), 1.131, 1.132 (1949). When the validity of a patent is 
in issue in a court and new references are introduced which are not 
of record, the patent is not remanded to the Patent Office for further 
examination. The court determines how much weight to give the 
presumption of validity and then applies the references to the pat- 
ented disclosure as the Patent Office Examiner would have done had 
the new art been before him. See Allen v. Barr, supra, 93 F. Supp. 
at 595. 

Where the defendant shows use or disclosure by others before ap- 
plication for patent by plaintiff, it has been held that the burden 
shifts to the plaintiff to establish that he was the first inventor. 
Thompson v. American Tobacco Co., 174 F.2d 773 (4th Cir. 1949) ; 
American Lakes Paper Co. v. Nekoosa-Edwards Paper Co., 83 F.2d 
847 (7th Cir. 1936). Priority and patentable distinction are analo- 
gous in that they relate to the question of patentable novelty in a 
claimed device at the time of application for patent. It is but a short 
step from proving prior invention to proving more efficient operation 
than a prior art device. Inasmuch as a court follows the same phi- 
losophy that guides the Examiner when dealing with burden of proof 
on questions of priority, it should also adopt a similar philosophy with 
respect to patentable distinction. Thus it is submitted that, when de- 
fendant introduces references which are more pertinent than any of 
those cited by the Examiner, the presumption of validity is so weak- 
ened that plaintiff should be required to overcome those references 
as he would have been required to do in the Patent Office. 

In the present case it is safe to conclude that the presumption of 
validity must have been at least weakened when defendant introduced 
the group of patents which had not been cited by the Examiner and 
which were more pertinent than any art of record. If during the ex- 
amination of plaintiff’s patent application the Examiner had cited the 
references, introduced here by defendant, which showed that the only 
possibility for patentable novelty was more efficient operation, the 
burden would have fallen on plaintiff to convince the Examiner that 
his plow combination did in fact operate more efficiently than any of 
the plows shown in the cited references. Neither plaintiff nor defend- 
ant attempted to prove the relative efficiencies of the plows shown in 
plaintiff’s patent and in defendant’s previously unconsidered reference. 

It has been suggested that where the establishment of an affirma- 
tive case requires proof of a material negative allegation, the party 
who makes such allegation has the burden of proving it. See New 
York Life Insurance Co. v. Stoner, 109 F.2d 874 (8th Cir. 1940), 
rev'd on other grounds, 311 U.S. 464 (1940). In the present case, 
to require defendant to proceed to prove the negative proposition that 
plaintiff's plow is not more efficient than the plows disclosed in de- 
fendant’s references forces him to bring in evidence on an issue with 
which plaintiff was never concerned in obtaining his patent. Had the 
presumption of validity remained unassailed, defendant would clearly 
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have had to go forward with proof on the question of efficiency; but 
having dispelled, or at least weakened, the presumption of validity 
in plaintiff's patent, defendant should have been relieved of this bur- 
den. Failure of the court to treat in greater detail the basis for its 
holding that (1) there was a new result, and that (2) the burden of 
proving invalidity remains with the defendant, permits plaintiff to 
obtain a monopoly on an old combination without ever having to 
distinguish it over the prior art. 

It is submitted that the presumption of validity attaching to the 
issuance of a patent would be given stronger recognition and be sub- 
ject to less abuse if the courts in applying the presumption would 
distinguish more clearly the situations in which such presumption 
has been weakened or should be completely disregarded. _ CC. S. P. 


Patent Act oF 1952—RetssuEs.—Plaintiff brought action for in- 
fringement of Reissue Patent 23,167 for a shoulder pad, which issued 
in November, 1949 and was based on an application filed May 25, 
1949 for reissue of Patent No. 2,465,100 issued March 2, 1949. The 
reissue contained the claims of the original patent, a group of added 
claims of similar scope, and a third group of differing scope. Of the 
latter group, some omitted the “voids” recited in the original claims, 
while others added “snap elements” not originally recited. Claims 
13-20, comprising the broader and narrower added claims, were al- 
leged to be infringed. Held, complaint dismissed; the reissue was 
invalid as to all claims. Riley v. Broadway-Hale Stores, Inc., 114 F. 
Supp. 884, 98 U.S.P.Q. 433 (S.D. Cal. 1953). 

To determine the validity of plaintiff’s reissue, the court had first 
to decide whether the Patent Act of 1952, 66 Stat. 792 (1952), was 
applicable, and if so, whether it made a change in the existing law. 

As stated in Section 4(a), the Patent Act applies to all unexpired 
patents except as otherwise provided. 66 Stat. 815 (1952). Sec- 
tions 4(b) through 4(h) specify particular exceptions, none of which 
were deemed relevant. Apparently, neither of the parties felt that 
Section 5 of the Act, which operates to protect rights existing under 
prior law from abolition by the Act, would be of avail. The court did 
not consider this section, but held that since Congress had taken pains 
to set forth the specific exceptions of Section 4, no other exceptions 
were intended unless they were to be found in individual sections of 
the Act. Accordingly, the reissue sections of the Act, 35 U.S.C.A. 
§§ 251, 252 (Supp. 1953), which do not provide otherwise, would 
apply to the instant reissue. 

Reissue provisions were originally incorporated in the patent stat- 
utes to avoid the common law rule that if one claim of a patent was 
invalid, the whole patent was void. Ensten v. Simon Ascher & Co., 
282 U.S. 445 (1931). 35 U.S.C.A. § 253 (Supp. 1953) provides 
that, absent deceptive intention, the invalidity of one claim of a patent 
will not affect the validity of other claims. Claims in a reissue carried 
forward from the original patent should not be held invalid if they 
were originally valid. Foxboro Co. v. Taylor Instrument Companies, 
157 F.2d 226 (2d Cir. 1946), cert. denied, 329 U.S. 800 (1947). Since 
under 35 U.S.C.A. § 252 (Supp. 1953) a reissue patent has the same 
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operation and effect in law as if originally granted in its amended 
form, except where such operation or effect would affect those with 
intervening rights, the provisions of § 253 would appear to apply to 
reissues as well as to original patents. Accordingly, it is suggested 
that the court in the instant case erred in holding the entire reissue 
void unless the original claims were originally invalid and none of the 
added claims were properly obtainable by reissue. 

Prior to the passage of the 1952 Act, reissues were granted under 
Rev. Stat. § 4916 (1875). This statute did not specifically permit 
broadened reissues, but the courts have generally held that they were 
not excluded where other conditions were met. Miller v. Bridgeport 
Brass Co., 104 U.S. 350 (1881). 

Comparing the requirements of the new and old statutes, several 
differences in language are noted. Whereas the prior law provided 
for correction of patents “If the error has arisen by inadvertence, 
accident, or mistake,” Rev. Stat. § 4916 (1875), the present Act 
merely requires “error without any deceptive intention”; 35 U.S.C.A. 
§ 251 (Supp. 1953). In the instant case, the court held that these 
provisions were synonymous, thereby retaining the requirement for 
inadvertence, accident, or mistake and the vast body of judicial inter- 
pretation of these terms. 

“Inadvertence” has been applied to various types of errors. It has 
been construed as including drafting or accepting claims not com- 
mensurate with the invention, M. & B. Mfg. Co. v. Munk, 6 F. Supp. 
203 (E.D.N.Y. 1934); as meaning the antithesis of fraudulent in- 
tent, National Nut Co. v. Sontag Chain Stores Co., 107 F.2d 318 
(9th Cir. 1939); and as applying only to errors which a court of 
chancery would correct, Sontag Chain Stores Co. v. National Nut 
Co. of California, 310 U.S. 281 (1940); H.W. Roos Co. v. McMil- 
lan, 64 F.2d 568 (6th Cir. 1933). It has also been construed as ex- 
cluding errors of judgment. Miller v. Bridgeport Brass Co., supra. 

Here, the plaintiff had alleged errors comprising failure to secure 
claims commensurate with the invention and failure to draft an ade- 
quate specification, due to ignorance of the technicalities of claim 
drafting. Though plaintiff had been represented by counsel, this 
alone would not have been sufficient to negative inadvertence. M. & 
B. Mfg. Co. v. Munk, supra. But the court found that claims similar 
to the broadened claims had been cancelled in the original patent ap- 
plication. This has uniformly been held to negative inadvertence. 
Dobson v. Lees, 137 U.S. 258 (1890) ; Yale Lock Mfg. Co. v. Berk- 
shire National Bank, 135 U.S. 342 (1890). The latter rule, while 
generally applied, has been criticized as highly technical, and the 
courts have been urged to apply it with caution, since, if a valid ob- 
jection, it is presumed that it would be made by the Patent Office. 
Florence-Mayo Nuway Co. v. Hardy, 168 F.2d 778 (4th Cir. 1948). 
In deciding whether claims to the same subject matter have been can- 
celled, a pertinent question is whether or not the references that de- 
feated the abandoned claim would defeat the reissue. Florence-Mayo 
Nuway Co. v. Hardy, supra. Recently the Patent Office has held that 
where the reissue claims were intermediate in scope between the orig- 
inal patent claims and claims cancelled in the original patent appli- 
cation, the reissue claims were not barred by the cancellation. Ex 





RECENT CASES 783 


parte Allwein, 99 U.S.P.Q. 177 (Pat. Off. Bd. of App. 1953). The 
court made no attempt to compare the claims on this basis, but merely 
equated them on the basis that they each omitted the limitation 
“voids” recited in the claims of the patent. The Patent Office did not 
reject the broad claims on this ground, and their decision should not 
be reviewed unless mainfestly in error. See Sturtevant v. Ooms, 62 
F. Supp. 731 (D.D.C. 1945), aff'd., 157 F.2d 706 (D.C. Cir. 1946) ; 
Sbicca-Del Mac, Inc. v. Milius Shoe Co., 145 F.2d 389 (8th Cir. 
1944). 

Assuming, arguendo, that broad claims 13-16 were invalid, it would 
appear that specific claims 17-20 should be tested by a more liberal 
rule, since it has been held that reissue is the proper procedure for 
adding elements to the claims of a patent. Altoona Theater v. Tri- 
Ergon Corp., 294 U.S. 477 (1935); rehearing denied, 294 U.S. 734 
(1935). Further, it has been held that where the applicant merely 
seeks narrowed claims, the Patent Office decision will not be reviewed. 
Fehr v. Activated Sludge, Inc., 84 F.2d 948 (7th Cir. 1936). The 
court in the instant case, however, held flatly that “these claims were 
nowhere mentioned in the original patent.” It is not clear what show- 
ing the court would require; had the claims themselves been in the 
original, no reissue would have been necessary, while, as to the draw- 
ing and specification of the original, they clearly disclosed the added 
“snap elements” in question. 

The present statute, 35 U.S.C.A. § 251 (Supp. 1953), permits re- 
issue for “the invention disclosed in the original patent.” Although 
the court held that these words were synonymous with “the same 
invention” specified in Rev. Stat. § 4916 (1875), no case has been 
found squarely in support of the proposition that only the elements 
of the original claims may be claimed in the reissue. While U.S. In- 
dustrial Chemicals, Inc. v. Carbide & Carbon Chemicals Corp., 315 
U.S. 668 (1942), cited by the court, contains language which might 
indicate that elements cannot be added to or omitted from a claim by 
reissue, it should be noted that the changes sought to be made in that 
case were based on experiments conducted after the original appli- 
cation was filed. It is therefore submitted that the rule set forth 
therein should be confined to cases presenting the same facts. It 
would appear that the result of such a holding applied broadly would 
be the entire negation of the reissue sections of the Act. 

In conclusion, it is submitted that the court, in construing the re- 
issue sections of the 1952 Patent Act, took an unduly harsh position 
in equating the statutory language to the stricter doctrines promul- 
gated by the courts under the prior statutes, not only in specifically 
holding both the broad and narrow claims invalid, but particularly in 
holding the entire reissue invalid by reason of defects noted in only 
a portion of the claims. Since only claims 13-20 were alleged to be 
infringed, the same result could have been reached without striking 
down the entire patent. Unless this case is confined closely to its 
facts, the reissue patentee will derive little benefit from the presump- 
tion of validity codified in 35 U.S.C.A. § 282 (Supp. 1953) since it 
is difficult to envisage a reissue not subject to some of the objections 
raised by the court, any of which would apparently be fatal to the old 
claims as well as the new. J. W. E. 
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SEDITION—PROSECUTION UNDER FEDERAL AND STATE LAaws— 
SmitH Act SuppRESSION OF STATE SEDITION STATUTES.—Defend- 
ant was convicted of violation of The Pennsylvania Sedition Act, 
P.L. 872, 18 Pa. Stat. Ann. § 4207 (Purdon 1945), which makes it 
a crime to knowingly and willfully advocate the overthrow of the 
government of Pennsylvania or the United States by force or threat 
of force. On appeal, he contended this act had been invalidated by 
a federal statute, the Smith Act, 18 U.S.C. §§ 2384-5 (Supp. 1952), 
which declared unlawful the act of knowingly and willfully advocat- 
ing the desirability of overthrowing any government of the United 
States or the government of any state by force or violence, since both 
the federal and state statutes asserted the illegality of the same act. 
Held, reversed; the federal statute prohibited enforcement of the 
Pennsylvania statute. Commonwealth v. Nelson, 22 U.S.L. WEEK 
2344 (Pa. Jan. 25, 1954). 

Two bases are proposed in the majority opinion for the negation 
of the Pennsylvania Sedition Statute: (1) suppression by the fed- 
eral statute; (2) the double jeopardy provision of the United States 
Constitution, Fifth Amendment. 

A federal statute will suppress a state statute when the purpose of 
Congress is to preempt the particular field involved. Congress can 
suppress the state law expressly or by implication. Hill v. Florida, 
325 U.S. 538 (1945). Such implication may be gathered from the 
general purpose of the legislation. Rice v. Santa Fe Elevator Corp., 
331 U.S. 218 (1947). Dominant federal interest may preclude en- 
forcement of state laws. Hines v. Davidowitz, 312 U.S. 52 (1941). 

Pennsylvania claimed the power to impose its Sedition Act upon 
its citizens under police powers granted in Art. XVI of the Pennsyl- 
vania Constitution, in which it is assured that the police power of the 
state shall never be abridged. The Sedition Act was held constitu- 
tional as an enactment in accord with the grant of police powers in 
Commonwealth v. Widovich, 295 Pa. 311, 145 A. 295 (1929). Not 
only is this police power a grant to the state, but it imposes an in- 
escapable duty on the state to maintain law and order within its 
boundaries. Westinghouse Electric Corp. v. United Electrical W ork- 
ers, 353 Pa. 446; 46 A. 2d 16 (1946). These powers are a paramount 
right of the state and they should be sustained except where restricted 
by the Federal or State Constitution, or where the intent of Congress, 
in a field of concurrent legislation, is clearly manifested to suppress 
them. Allen-Bradley Local v. Wis. E.R. Board, 315 U.S. 740 (1942). 
Auto Workers v. Wis. E.R. Board, 336 U.S. 245 (1949). Rice v. 
Santa Fe Elevator Corp., supra. For a state statute to be declared 
suppressed, the conflict with the federal statute should be direct and 
positive, so that the two acts cannot be reconciled or stand together. 
Reid v. Colorado, 187 U.S. 137 (1902). Missouri, Kansas & Texas 
Ry. Co. v. Haber, 169 U.S. 613 (1898). Sinnot v. Commissioners of 
Pilotage of Mobile, 22 How. 227 (U.S. 1860). 

The Supreme Court has never decided the question of suppression 
when both federal and state governments have legislated in the field 
of sedition, but in other fields it has shown reluctance to overrule 
state laws. In Reid v. Colorado, supra, a state statute prohibited 
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transportation of cattle from south of the 36th parallel without a 90- 
day quarantine period or certificate of freedom from infectious dis- 
ease. Congress had already legislated in regard to transportation of 
cattle in interstate commerce in the Animal Industry Act of 1884, 23 
Stat. 31 (1884). Nevertheless the state law was upheld by the 
Supreme Court. In Gilbert v. Minnesota, 254 U.S. 325 (1920), a 
Minnesota statute made it unlawful to discourage the enlistment of 
men in the armed forces of the United States. While Congress alone 
has the power to declare war and determine the conditions for enlist- 
ment, this statute was sustained as a legitimate exercise of the police 
power of the state. In Halter v. Nebraska, 205 U.S. 34 (1907), a 
state statute making debasement of the national flag a crime was held 
valid although the national emblem was subject to the control of the 
national power. The case of Whitney v. California, 274 U.S. 357 
(1927), involved a conviction under a state statute which made un- 
lawful the advocacy of effecting political change by force or violence. 
Again the Court held that a state may exercise its police power to 
punish a crime against the Federal Government. A state statute 
punishing the passing of counterfeit coin was upheld in Fox v. Ohio, 
5 How. 410 (1847). 

The principal case relied upon by the majority in the instant case 
is Hines v. Davidowitz, supra, in which the Supreme Court held that 
the Federal Alien Registration Act, 54 Stat. 570 (1940), by which 
a standard for alien registration was established, precluded enforce- 
ment of the Pennsylvania Alien Registration Act, 35 Pa. Stat. ANN. 
§§ 1801-1806 (Purdon, Supp. 1940). In that case the Court con- 
cluded that enforcement of the state statute would impair the inte- 
grated federal system for dealing with aliens and that, in the pres- 
ence of such direct conflict, the federal power in regard to immigra- 
tion, naturalization and deportation should be left free from local 
interference. 

The Hines case, however, may be distinguished on its facts. The 
Court’s decision there appears to be based upon the exclusive respon- 
sibility of the Federal Government in the conduct of foreign affairs, 
including the regulation of aliens, while the principal case concerns 
sedition, responsibility for the punishment of which is not solely 
within the province of the United States by constitutional mandate. 
The Pennsylvania Alien Registration Act, supra, was interpreted as 
encroaching upon this exclusive federal right. Also, the area of alien 
registration was seen as one in which lack of complete federal control 
might adversely affect the relations of the United States with foreign 
powers. A mere sharing of jurisdiction in the field of sedition is not 
likely to have this effect. 

The possibility of double jeopardy is the second basis of decision 
advanced by the majority in the principal case. It has almost uni- 
versally been held in this country that the same act may constitute 
an offense in two or more jurisdictions, and jeopardy in one juris- 
diction is no bar to jeopardy in another. United States v. Lanza, 
260 U.S. 377 (1922); Ponzi v. Fessenden, 258 U.S. 254 (1922); 
Westfall v. United States, 274 U.S. 256 (1927). Specific holdings 
that prosecution by state and federal governments for the same act 
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does not violate the double jeopardy provision of the Constitution 
have been handed down in People v. Fury, 279 N.Y. 433, 18 N.E. 2d 
650 (1939); Hebert v. Louisiana, 272 U.S. (1926), and State v. 
Garcia, 198 Ia. 744, 200 N.W. 201 (1924). See also RoTTSCHAEFER, 
CoNnsTITUTIONAL Law 815 (1939). For a criticism of this doctrine, 
see Grant, The Lanza Rule of Successive Prosecutions, 32 Cor. L. 
Rev. 1309 (1932). 

In Dennis v. United States, 341 U.S. 494 (1951), in which certain 
sections of the Smith Act were held constitutional, the Court cited 
Gitlow v. New York, 268 U.S. 652 (1925) (upholding a New York 
statute providing penalties for sedition against the United States) 
and the Whitney case, supra, with approval. Yet if the holding in 
the instant case is correct, the statutes upheld in the Gitlow and Whit- 
ney cases were void at the time the Supreme Court was citing these 
cases with favor. 

The concurring judge in the principal case asserted that it is highly 
desirable that prosecutions for sedition be within the exclusive con- 
trol of the Federal Government. This view has much to commend it. 
But it is submitted that if Congress had intended to preempt the field, 
it would have done so expressly, since there appears to be no danger 
of double jeopardy within the meaning of existing law, and, as tested 
by the overwhelming number of cases dealing with suppression, no 
direct conflict between the Federal and Pennsylvania Acts. 

W. D. A. 


TAXATION—CAPITAL GAIN OR ORDINARY INCOME—TREATMENT 
oF ACCRUED INTEREST ON SALE OF NOTE IN DEFAULT AS TO PRIN- 
CIPAL AND INTEREST BY CasH Basis TAXPAYER.—Taxpayer had 
made advancements to a Florida Corporation in the principal amount 
of $133,849.44, evidenced by the corporation’s 6% notes which were 
in default both as to principal and interest, the unpaid interest being 
$75,574.29. The taxpayer sold the notes in 1944 to Prime Securities 
Corporation for $200,000.00. The taxpayer filed his income tax re- 
turn for 1944 on the cash receipts basis reporting as long term capital 
gain the sum of $66,150.56, the amount received by him on the sale 
of the notes above their face value. The commissioner assessed the 
$66,150.56, as ordinary income under the provisions of Sec. 22(a) of 
the Internal Revenue Code and computed a deficiency on that basis. 
Held, affirming the Tax Court, the accrued but unpaid interest re- 
sulted in ordinary income to the taxpayer upon the sale of the note. 
on v. Commissioner, 22 U.S.L. WEEK 2360 (6th Cir. Feb. 3, 
1954). 

In the instant case the court was asked to decide whether the tax- 
payer received ordinary income or capital gain with respect to that 
amount received which was attributable to the past due interest. In 
order for a taxpayer to obtain capital gain treatment the sale must 
be the sale of a capital asset as that term is defined by Int. Rev. Cope 
§ 117(a)(1), «.e., property, business or otherwise, held by the tax- 
payer but not property “of a kind which would properly be included 
in the inventory . . . if on hand at the close of the taxable year, or 
. +» held , . . primarily for sale to customers in the ordinary course 
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of trade or business. . . .” The taxpayer contended that the sale was 
for a flat price, and that it was capital in its nature with no allocation 
between interest and principal and further, as in the sale of stocks and 
bonds, it resulted in gain or loss without regard to whether the market 
price of such securities is enhanced or diminished by defaulted in- 
terest or dividends. 

Notes and accounts receivable usually meet the requirements of 
§ 117, supra, and are thus capital assets. Their sale, if the price re- 
ceived is less than the amount of the accounts or notes, results in a 
capital loss to the vendor. Levy v. Commissioner, 131 F.2d 544 (2d 
Cir. 1942), cert. denied, 318 U.S. 780 (1943); Max Torodor, 19 
T.C. 530 (1952); Rockford Varnish Co., 9 T.C. 171 (1947); 
Graham Mill & Elevator Co. v. Thomas, 152 F.2d 564 (5th Cir. 
1945); Estate of Clarence E. Lehr, 18 T.C. 373 (1952). 

In Conrad N. Hilton, 13 T.C. 623 (1949), a taxpayer was a judg- 
ment creditor who acquired a note as a result of a compromise with 
the obligor. By a subsequent compromise with the Commissioner of 
Internal Revenue, it was provided that the basis of the note for tax 
purposes should be a certain percentage of its face amount. The tax- 
payer was required to report as ordinary income that percentage of 
the yearly payments which represented the difference between the 
agreed upon value of the note and its face amount. Later the note 
was sold for its face value and the court held that the difference be- 
tween the agreed upon value and the face of the note should be taxed 
as a capital gain. The holding should be limited to the peculiar facts 
involved, i.e., the dispute as to the taxpayer’s basis for the note and 
the compromise thereof. 

Where a taxpayer purchases bonds with defaulted interest coupons 
attached for a flat price and subsequently receives interest payments 
on behalf of the defaulted coupons, the interest is not taxable income 
but is a return of capital until the taxpayer recovers his original cost 
and is capital gain thereafter. Erskin Hewett, 30 B.T.A. 962 (1934). 
If the bonds are sold before the taxpayer’s original cost is recovered, 
capital gain is realized to the extent that the sales price exceeds the 
adjusted basis. Clyde C. Pierce Corp. v. Commissioner, 120 F.2d 
206 (5th Cir. 1941); R. O. Holton & Co., 44 B.T.A. 202 (1941). 
The reasoning of the courts in these cases was that the defaulted in- 
terest coupons were just as much an obligation of the obligor as the 
principal of the bond; that when the taxpayer paid for the bond with 
the defaulted coupons attached he purchased the right to receive both 
the principal and the past due interest, and that they were both capital 
assets in his hands. These cases bring to light the fundamental dis- 
tinction between a taxpayer who purchases a note or bond on which 
interest is already in default and a taxpayer who sells an obligation 
together with a claim for defaulted interest which has been earned 
while in his hands, the position of the taxpayer in the instant case. 

In Austin v. Commissioner, 161 F.2d 666 (6th Cir. 1947), cert. 
denied, 332 U.S. 767 (1947), a cash basis taxpayer transferred a 
note, on which interest had been earned prior to the transfer, to her 
children. The court held the donor taxable on the past due interest, 
notwithstanding the entire income producing property had been the 
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subject of the transfer, and considered the situation the same as 
though the mere right to income had been assigned. See, e.g., An- 
thony’s Estate v. Commissioner, 155 F.2d 980 (10th Cir. 1946) (an 
interest in an oil and gas lease and the impounded income therefrom 
were transferred) ; Helvering v. Horst, 311 U.S. 112 (1940) (in- 
volving the transfer of a detached bond coupon). These cases, though 
not strictly in point due to the lack of a “sale or exchange,” do indi- 
cate that the transfer of the right to receive income, earned while the 
income producing property was in the hands of the transferor, re- 
sults in its being taxed to the transferor. 

Where a testator’s estate held accounts receivable which resulted 
from the sale of merchandise and which represented earned, but un- 
collected income, a sale of the accounts by the executors resulted in 
ordinary income and not capital gain. Dixon v. United States, 192 
F.2d 82 (6th Cir. 1951), affirming per curiam, 96 F. Supp. 986 (E.D. 
Ky. 1950). Also analogous are situations where a taxpayer has at- 
tempted to convert his claim for personal services, rendered in the 
past, from ordinary income to capital gain by a sale of the right to 
receive payment thereof. Thus, in Helvering v. Smith, 90 F.2d 590 
(2d Cir. 1937), an attorney who sold his interest in a partnership, 
the interest representing the estimated value of his share of uncol- 
lected fees, was taxed at ordinary income rates on the amount re- 
ceived on the sale. The court, in denying the claim of the taxpayer 
that the amount received should be taxed as a capital gain, indicated 
that the “sale” of the right to collect the future income did not turn 
it into capital any more than the discount of a note received in con- 
sideration of personal services. The present payment merely replaced 
the future income with cash. Furthermore, numerous cases are avail- 
able wherein the taxpayer has failed in the attempt to have his com- 
pensation for personal services cast in the form of a property trans- 
action so as to get favorable capital gain treatment. See Commis- 
stoner v. Smith, 324 U.S. 177 (1945), rehearing denied, 324 VU. S. 
695; Frazer v. Commissioner, 157 F.2d 282 (6th Cir. 1946) cert. 
denied, 329 U.S. 807 (1947) ; Sloan v. Commissioner, 188 F.2d 254 
(6th Cir. 1951). 

The case of Rhodes’ Estate v. Commissioner, 131 F.2d 50 (6th Cir. 
1942), followed by the court in the instant decision, concerned a tax- 
payer who owned stock on which a dividend had been declared. The 
right to receive the dividend was sold after the record date but before 
it was paid, and the taxpayer sought to have the proceeds of the sale 
taxed at capital gain rates. The taxpayer argued that the right to 
receive the dividend was “property” and that it did not come within 
the exclusions of § 117. The court held it to be taxable as ordinary 
income. 

It is submitted that although the stock itself was not sold, the situ- 
ation as regards the dividend is no different from that governing the 
interest in the principal case, and the sale of the right to receive the 
income when paid should not result in changing the character of the 
income or what stands in its place, i.e., the proceeds of the sale. 

The conclusion to be drawn from the cases is that the sale of a 
right to receive ordinary income does not result in the sale of a capital 
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asset. If in the principal case the taxpayer had taken a note in pay- 
ment of the past-due interest, the note would be a capital asset in the 
taxpayer’s hands which would represent accrued but uncollected in- 
come to him just as did the accounts receivable in Dixon v. United 
States, supra. Indeed the accrued interest on the original note stands 
in the same position as an account receivable attached to and riding 
with the note. The right to receive the past due interest could have 
been sold just as was the right to the dividend in Rhoades’ Estate v. 
Commissioner, supra. The only reason that the taxpayer has an ar- 
gument at all, in these situations, is that he is allowed to report in- 
come on the cash receipts basis, i.e., when it is actually or construc- 
tively received. The purchaser of a note will not be willing to give 
an amount substantially in excess of its face if it does not represent 
interest or an adjustment thereof to be realized on its collection. The 
instant case presents the situation of a purchaser paying $66,150.56 
above the face of a note which has $75,574.29 past due interest there- 
on. Though no mention may have been made of an allocation between 
interest and principal, there is little doubt that the purchase price 
represented the face of the note plus the accrued interest discounted 
for trading purposes. 

The taxpayer can always contend that the right to receive income 
is “property” and therefore qualifies for capital gain treatment under 
the Code. The instant case, however, makes it apparent that the 
courts have engrafted another exception into § 117, 1.e., for cash re- 
ceived on a sale of a right to receive payment earned by the taxpayer 
or his property prior to the sale, which right, if the taxpayer had 
been on the accrual basis, would have been reported earlier as ordi- 


nary income. E. W. L., Jr. 


TAXATION—GIFT OF PROPERTY HELD FOR SALE IN ORDINARY 
Course oF BusINEss AS REALIZATION oF INCOME.—Taxpayer, a 
farmer, contributed 100 calves, which had been held by him primarily 
for sale in the ordinary course of his farming business, to the 
Y.M.C.A., a charitable organization. The Commissioner of Internal 
Revenue allowed the deduction for the charitable contribution but 
treated the contribution as a gift of property representing income and 
included the fair market value of the calves as of the date of the gift 
in the taxpayer’s income. The taxpayer brought suit in a federal dis- 
trict court to recover overpayments of income tax resulting from the 
inclusion of such amount in his gross income. The Commissioner ap- 
pealed from the district court decision in favor of the taxpayer. 
Held, affirmed; the calves, whose value could only be realized by a 
sale, did not represent income to the taxpayer at the time of the gift. 
Campbell v. Prothro, 209 F.2d 331 (5th Cir. 1954). 

U.S. Treas. Reg. 118, § 39.23 (1953), relating to contributions by 
individuals, provides in part that if a contribution or gift is made in 
a medium other than money, the basis for calculating the amount of 
the gift is the fair market value of the property at the time of the con- 
tribution or gift. 

The problem concerning gifts of personal property, such as cattle 
or agricultural products raised by a taxpayer-donor who is on the 
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cash basis for tax purposes, arises because the costs of production 
are deductible as ordinary and necessary business expense in the de- 
termination of net taxable income. These costs may have occurred 
in a year prior to the gift as well as in the year of the gift. Thus, 
where farm products are donated to charity, the cost of raising the 
crop, produce, livestock, or other subject matter of the gift would be 
deductible as a business expense and the value of the property at 
the date of the gift would be deductible as a contribution. The In- 
ternal Revenue Service, however, has issued two administrative 
rulings designed to prevent a taxpayer-donor from obtaining such a 
double deduction. I.T. 3910, 1948-1 Cumm. Butt. 15; I.T. 3932, 
1948-2 Cumm. BULL. 7. 

1.T. 3910, supra, holds (1) that the fair market value of agricul- 
tural products contributed by a farmer or other producer to a chari- 
table organization is includible in the gross income of the donor, 
(2) that such fair market value may be deducted from the gross in- 
come, subject to the limitations on deductions for contributions con- 
tained in Int. Rev. Cope §§ 23(0) and 23(q), and (3) that the ex- 
penses of production are deductible as ordinary and necessary busi- 
ness expenses. 

In L.T. 3932, supra, a livestock raiser made a bona fide gift to his 
son of cattle which the father had raised and which had a fair market 
value of $1500 at the time of the gift. When the cattle were sold 
about eight months later for $2100, the proceeds of the sale were re- 
ceived by the son. The ruling holds that (1) the fair market value 
of the cattle on the date of the gift is includible in computing the 
father’s gross income for the taxable year in which the gift was made, 
and (2) the excess of the selling price of the cattle over the fair 
market value on the date of the gift represents ordinary income to 
the son. 

The foregoing rulings were predicated on the theory that the gifts 
or contributions of property there involved did not deprive the tax- 
payers of the enjoyment of the income therefrom. These rulings ap- 
plied the principle set forth in the decision of the Supreme Court of 
the United States in Helvering v. Paul R. G. Horst, 311 U.S. 112 
(1940). In that case the owner of negotiable bonds detached interest 
coupons therefrom shortly before their due date and delivered them 
as a gift to his son who procured their payment. The Court held the 
donor taxable on the amount received by the son reasoning that when 
the right of one to collect income is given to another and that other 
receives it, the giver is taxable on the income in the same way and 
to the same extent as he would have been if he had collected the 
income and then given it to the donee. 

The principal case marks the third time in recent years that the 
rule of the Internal Revenue Service relating to charitable contribu- 
tions and to gifts made in property, promulgated by I.T. 3910 and 
I.T. 3932, has been rejected. The first shadow of judicial doubt on 
this rule was cast by the Tax Court in Farrier v. Commissioner, 15 
T.C. 277 (1950). In that case the court considered the question 
whether the fair market value of cattle given by the taxpayer to her 
daughter represented taxable income to the donor as a result of the 
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gift. There had been no sale of the cattle in the taxable year involved. 
The court held that the rule in the Horst case, supra, which the Com- 
missioner had relied upon, was not applicable. The court pointed out 
that in the Horst case the donor had two independent and separable 
kinds of property rights in the bonds—one the right to receive the 
principal at maturity of the bonds and the other to receive the interest 
payments. It was the power of the donor, in the Horst case, to com- 
mand the payments to others which constituted an economic gain to 
him. The question in the Horst case was whether a taxpayer could 
escape payment of a tax by giving away his right to income in ad- 
vance of payment. In the Farrier case, as in the principal case, there 
was no such question. No income was involved. There had been no 
sale of the cattle and no income realized either by the donor or any- 
one else. The donor simply made a gift of the property itself before 
realization of any income thereon. The income had to await the sale 
of the cattle. The court held that the gift by the taxpayer to her 
daughter did not result in taxable gain to the donor. 

The position of the Internal Revenue Service with respect to con- 
tributions of property was again ignored by the court in White v. 
Brodrick, 104 F. Supp. 213 (D. Kans. 1952). In that case the court 
had under consideration a charitable contribution of wheat by a 
farmer. This wheat had been raised by the taxpayer during prior 
years and all costs incurred in raising, harvesting and storing the 
crops of wheat, of which the wheat donated was a part, had been 
allowed as deductions for those years. The court held that the tax- 
payer did not realize any taxable income or gain by the donation and 
disposition of the wheat. 

The court in the principal case similarly rejected the Commission- 
er’s arguments based on the Horst case. The court reasoned that the 
subject matter here was not interest due on choses in action in the 
year in which the assignment was made, but calves, chattels whose 
value could only be realized by a sale. The court could find no basis 
for holding that unrealized appreciation in the value of cattle given 
away would be regarded as income merely because they were kept 
for sale in the ordinary course of business and when sold by the tax- 
payer would have been ordinary income. Throughout the court’s rea- 
soning the principal case there runs a definite distinction between 
contributions of assets which must be sold or exchanged in order to 
realize any income, and assets on which the taxpayer will realize in- 
come simply by holding them. 

It appears that the distinction so drawn is both reasonable and 
sound. In one case the donor has a vested right to specific proceeds 
(bond interest) which, when collected, constitute income per se; an 
assignment in such a case may properly be considered as constituting 
an assignment of income. On the other hand, raised livestock does 
not constitute income per se. This is because raised livestock are not 
claims or demands representing income fully earned but are instead 
chattels created by the livestock raiser through the instrumentality of 
his breeding herd and having an independent basis for gain or loss in 
his hands. Gains from raised animals can only be realized if and 
when they are sold or disposed of by their owner in a taxable trans- 
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action. Burnett u. Commissioner, 2 T.C. 897 (1943). It is submitted 
that in the absence of a statute authorizing the taxation of the appre- 
ciation in the value of property passing by gift, there is no basis for 
including the value of such gift or contribution in gross income. Since 
there is no provision in the Internal Revenue Code or regulations 
promulgated thereunder which makes a charitable contribution or 
gift result in taxable gain or deductible loss, any appreciation in the 
value of the property should not be taxable to the donor and any de- 
crease in value should not be deductible. 

In the absence of legislation a possible solution to the problem of 
the double deduction could be an administrative ruling of the Internal 
Revenue Service to the effect that where a taxpayer is in the business 
of farming, cattle raising, manufacturing, etc., and is on the cash basis 
of accounting, the costs and expenses of the current year allocable to 
the donated property will not be deductible as ordinary and necessary 
expenses of operating the business, inasmuch as such property is con- 
sidered as having been removed from the operation of the business for 
other purposes. If any costs and expenses applicable to such property 
have been deducted in a prior year, only the amount equal to such 
deductions should be included in the gross income of the taxpayer- 
donor. Such a ruling would accomplish the purpose sought by the 
Internal Revenue Service in I.T. 3910 and I.T. 3932, supra, and 
would find its support in section 22(b) (12) of the Internal Revenue 
Code and the regulations promulgated thereunder relative to the re- 
covery of certain items previously deducted. F. M. C. 


TAXATION—TREASURY STOCK—GAIN ON SALE TAXED AS INCOME. 
—From 1932 through 1946 the taxpayer corporation purchased 674 
shares of its own capital stock to accomodate employees or their rela- 
tives, friends, heirs, or estates. It did not intend to resell the shares 
when it purchased them and did not acquire them as an investment 
or to make a profit. The shares were marked cancelled. In 1946 the 
corporation sold ten shares of this stock to a new director for pur- 
poses of qualification. During the same year it decided to expand 
operations and replace capital equipment. To partially finance this 
operation, the corporation sold the remaining 664 shares to its em- 
ployees and their relatives and friends for more than it paid for them. 
Held, the gain on the sale of the treasury stock was taxable income, 
regardless of the corporation’s purpose in purchasing or reselling the 
shares, the sole test being that the shares were resold by the corpora- 
tion with a gain. Commissioner v. The Landers Corp., 72,376 P-H 
Fep. 1954 (6th Cir. Feb. 11, 1954). 

A current regulation, in effect since 1936, provides that whether a 
corporation’s dealing in its own stock results in taxable gain or de- 
ductible loss depends upon the real nature of the transaction, which 
is to be ascertained from all the facts and circumstances. U.S. Treas. 
Reg. 118, § 39.22(a)-15(a) (1936). The regulation adds that a cor- 
poration never realizes taxable gain or deductible loss from the orig- 
inal sale of its stock even though for more or less than par or stated 
value. If the corporation deals in its own shares as it might in those 
of another corporation, however, any gain is taxable and any loss is 
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deductible under the regulation. This regulation was held valid in 
Helvering v. Edison Bros. Stores, Inc., 133 F.2d 575 (8th Cir. 1943), 
cert. denied, 319 U.S. 752 (1943). 

The Tax Court and the courts of appeals have differed on the 
subject of a corporation dealing in its own shares. The first Tax 
Court case on the issue was Dr. Pepper Bottling Co., 1 T.C. 80 
(1942), which held that if the true nature of a corporation’s dealings 
in its own stock is a readjustment of capital and the desired result 
could not have been obtained by dealing in the stock of another cor- 
poration, no taxable gain occurs. Purchasing the stock of one of three 
shareholders of the corporation was considered such a capital trans- 
action. 

Again in Brockman Oil Well Cementing Co., 2 T.C. 168 (1943) 
the Tax Court held a gain on the sale of treasury stock non-taxable 
because the stock was acquired in buying out one stockholder and was 
sold to secure needed working capital. Similarly, where the taxpayer 
acquired shares for an employee profit-sharing plan which was not 
carried out, and later sold the shares to secure new funds for capital 
purposes, having increased its capital stock, the gain was not taxable. 
Cluett, Peabody & Co., 3 T.C. 169 (1944). 

The Tax Court’s decisions have not all been in favor of the tax- 
payer in this field. Where a corporation bought its own stock and 
then sold it for some $14,000 more than it paid for it, crediting the 
amount to surplus, the court distinguished the Dr. Pepper and Cluett 
Peabody cases, supra, holding that the corporation was dealing in its 
owns shares as it would in the shares of another company. Conley 
Co., 6 T.C. 250 (1946). 

The courts of appeals, on the other hand, have been unanimously 
in favor of taxing gains from the sale of treasury stock. Only in one 
case, E. R. Squibb & Sons v. Helvering, 98 F.2d 69 (2d Cir. 1938) 
was this view questioned by way of dictum. In this case Judge 
Learned Hand stated that any attempt to distinguish between orig- 
inal issues of stock and sales of treasury stock is unwarranted when 
accounting principles are considered along with the inability of a cor- 
poration to own part of itself as an asset. This rationale, however 
is not being followed by the courts, even in the Second Circuit. 

The Fifth and Sixth Circuits, for example, support the rule of the 
principal case that although treasury stock was sold to raise additional 
working capital, the gain was taxable because there was a dealing in 
the same manner as if the stock had been that of another corporation. 
Allen v. National Manufacture & Stores Corp., 125 F.2d 239 (5th 
Cir. 1942), cert. denied, 316 U.S. 679 (1942); Dow Chemical Co. 
v. Kavanagh, 139 F.2d 42 (6th Cir. 1943). 

In Aviation Capital, Inc. v. Pedrick, 148 F.2d 165 (2d Cir. 1945), 
cert. denied, 326 U.S. 723 (1945), and Commissioner v. Air Reduc- 
tion Co., 130 F.2d 145 (2d Cir. 1942), cert. denied, 317 U.S. 681 
(1942), the Second Circuit rejected an argument for taxability only 
where the taxpayer trades in its stock for speculative purposes, and 
instead employed the test of capital adjustment, found none, and as- 
sessed the tax. Another Second Circuit decision held that a corpora- 
tion realized taxable income on the sale of its treasury stock whether 
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the stock was acquired through donations at the time of the taxpayer’s 
organization or through purchases from employees or their estates, 
and whether the sale was limited to employees and all purchases and 
sales were made at book value with no profit motive. Commissioner 
v. Batten, Barton, Durstine & Osborn, Inc., 171 F.2d 474 (2d Cir. 
1948), cert. denied, 338 U.S. 816 (1949). 

Like the Second Circuit, the Eighth Circuit has three times found 
that gains on sales of treasury stock were taxable. United States v. 
Stern Bros. & Co., 136 F.2d 488 (8th Cir. 1943); Brown Shoe Co. 
v. Commissioner, 133 F.2d 582 (8th Cir. 1943) ; Helvering v. Edison 
Bros. Stores, Inc., supra. 

The Seventh Circuit held that where stock was wholly owned by 
employee-directors, who were required to sell their stock to the cor- 
poration upon death or retirement to be held in its treasury for resale 
at book value to other employees, the corporation realized taxable in- 
come equal to the difference between its purchase and sale prices. 
Commissioner v. Rollins Burdick Hunter Co., 174 F.2d 698 (7th Cir. 
1949). The corporation was found to have dealt in its own shares 
as it might in the shares of another corporation even though there 
was no profit motive. 

The Tax Court has not been deterred, however, by the unanimity 
of the seven courts of appeals which have considered the matter. 
In H. W. Porter & Co., 14 T.C. 307 (1950), the Tax Court adhered 
to its decisions of non-taxability of gains on treasury stock sales in 
Dr. Pepper, Brockman, and Cluett Peabody, supra, and expressly re- 
jected the court of appeals decisions in the Batten Barton and Rol- 
lins Burdick cases, supra. The Third Circuit reversed, however, and 
held that as long as there is no capital adjustment the corporation 
realizes gain or loss regardless of its motives in dealing in its stock. 
Commissioner v. H. W. Porter & Co., 187 F.2d 939 (3d Cir. 1951). 

In the face of the Porter reversal the Tax Court held in the prin- 
cipal case that there was no taxable gain, but the Sixth Circuit re- 
versed. The Tax Court, however, is unconvinced. In a more recent 
case than the principal case, The Timken-Detroit Axle Co., 21 T.C. 
No. 85 (February 26, 1954), a corporation reacquired its own stock 
as part of a plan to distribute it to officers and key employees, and as 
a result of a reorganization of itself and another corporation. Later 
the corporation sold these shares to its president, who warranted that 
he was purchasing the stock for investment and not for resale. The 
Tax Court held the gain on the sale was not taxable to the corpora- 
tion, again relying on Dr. Pepper, Brockman, and Cluett Peabody. 
The court again expressly rejected Batten Barton and Rollins Bur- 
dick, and also rejected the court of appeals reversal in H. W. Porter. 

It is submitted that the Tax Court is right. From an accounting 
view there is no real difference in final effect between (1) the acqui- 
sition and resale of a company’s own stock, and (2) the acquisition 
and retirement of such stock together with the subsequent issuance 
of stock of the same class. S.E.C. AccounTING SErIEs, Release No. 
6; S.E.C, Reg. S.-X, Art. 3, Rule 3.16 and Art. 5, Rule 5.03, sub- 
par. 16. Judge Learned Hand made this point in E. R. Squibb & 
Sons v. Helvering, supra, as a dictum, but the rationale would seem 
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to apply. The courts, however, have refused to follow accounting 
principles. Aviation Capital v. Pedrick, supra; Dow Chemical Co. 
v. Kavanagh, supra; Helvering v. Edison Bros. Stores, Inc., supra. 
It is unquestioned that there are no taxable gains or deductable 
losses on original issues of stock. Firestone Tire & Rubber Co., 2 
T.C. 827 (1943); Reg. 118, § 39.22(a)-15(a). As has been seen, 
the courts of appeals have uniformly taxed gains on the sale of any 
treasury stock made since the 1936 regulation was promulgated. The 
principal case holds that every gain from every sale of treasury stock 
is taxable, regardless of the corporation’s reasons for buying and sell- 
ing stock. Although the court recognized that no taxable gain would 
have arisen if the treasury stock had been legally cancelled, and un- 
sold original shares sold, the court rejected this as an argument for 
not taxing the sale of treasury shares. It is submitted that whether 
the stock is sold as treasury stock or is immediately or subsequently 
cancelled and original shares issued for the first time should be im- 
material to the issue of taxability. Substance, not form, should con- 
trol in construing and applying income tax laws. Weiss v. Stearn, 
265 U.S. 242 (1924):; United States v. Phellis, 257 U.S. 156 (1921). 
Also it should be recognized that a corporation’s own stock can not 
be property to it, that therefore there is no property sold when it sells 
its stock, and that there is no gain on the sale of property and no tax. 
See E. R. Squibb & Sons v. Helvering, supra. It is submitted that 
either the Congress should provide that there shall be no taxable gains 
or deductible losses when a corporation sells treasury stock, or the 
Supreme Court should reach the same result by reverting to the rule 
of non-taxability in effect under a Tax Court decision from 1925 
to 1934. Simmons & Hammond Mfg. Co., 1 B.T.A. 803 (1925). 
So long as no change is made in the regulations or appellate court 
decisions, however, and form thus still reigns over substance, it seems 
obvious that when a corporation wishes to sell stock it should mini- 
mize its taxes by selling treasury shares and taking a deductible loss 
when the price has fallen, Commissioner v. H. W. Porter & Co., Inc. 
(3d Cir.), supra, and by avoiding taxable gain through legally can- 
celling its shares and selling original issues when the price of its stock 
on the market has increased since the purchase of the treasury shares. 
Firestone Tire & Rubber Co., supra. G. M. 'V. S. 
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THE FEDERAL REGULATION OF TRANSPORTATION: MATERIALS ILLUS- 
TRATING PROBLEMS OF PusLic UtiLitry Controt. By Carl A. 
Auerbach and Nathaniel L. Nathanson. St. Paul: West Pub- 
lishing Co., 1953. Pp. Ixii, 1223. $14. 


This weighty volume is a wellspring for those who are interested 
in the subject of regulation of transportation by Federal agencies. 
Although a volume in the American Casebook Series, it is much more 
of a treatise than casebook. A mere cursory examination of the 
volume makes one wonder how any two professors of law could have 
the sustained energy to produce such a volume. A more detailed 
examination of it adds to the wonderment, because of the depth of 
scholarship displayed in its preparation. It is not only a credit to 
the American Casebook Series, but is indeed a new standard for that 
eminent collection. 

The book treats generally of the principal transportations, namely 
railroads, motor carriers, water carriers, air carriers and freight for- 
warders, under the Interstate Commerce Act, the Shipping Acts and 
the Civil Aeonautics Act. 

A reviewer should not condemn a book because of some failure to 
do what the reviewer thinks should have been done, but which the 
authors did not undertake to do. As the term “public utility” is 
used by the authors it is a descriptive term referring to those indus- 
tries in which prices, supply, or services are being subjected to a 
significant degree of legal control. They say that whether particular 
industries should be subjected to this control is not a matter of defi- 
nition but of policy. Thus defined, the authors say that the public 
utility field is quite extensive “and even includes a large part of 
American agriculture.” It will be news to many farmers to be in- 
formed that they are engaged in a phase of the public utility field. 
But, who can quarrel with the authors! 

The authors realized, as indeed they must, that “this extensiveness 
presents a serious problem to the teacher and student of public utility 
law.” Their attempted solution is to present the various aspects 
of public utility regulation in the context of the problems of a related 
group of utilities—the transportation industries, believing that this 
context will make utility regulation more understandable than drawing 
upon the whole field to illustrate the principles of control. Here, 
the authors show a creditable knowledge of the practicalities of public 
utility regulation. They have carried those practical ideas forward, 
so that as the book finally emerges the sincere student realizes that 
he has obtained a quite reasonable grasp of the regulation of trans- 
portation facilities. The Preface adequately describes the objectives 
of the authors, and it is but fair to say that they have achieved those 
objectives. 

A summary of the contents of the book, reduced to four pages, 
gives a birdseye view of its contents in truly panoramic fashion. The 
Table of Contents, of twenty-four pages, fills in the details, and illus- 
trates the depth of coverage of the subject. Both are carefully pre- 
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pared, a help to the readers, and a credit to the authors. There are, 
roughly speaking, approximately a thousand cases cited and referred 
to in the volume. The authors have not included the citations of the 
cases in their “Table of Contents.” Such must be obtained by looking 
to the pages on which the cases are cited. 

Each subject is subdivided according to the carriers involved, and 
then treated separately as to each type of carrier. The carriers in 
each group are treated as the industry. There is, generally speaking, 
separate treatment of each subject with respect to the railroad indus- 
try, motor carrier industry, water carrier industry, air carrier indus- 
try, and freight forwarder industry. 

Under each industry, the reader finds the leading cases dealing with 
the particular subject under treatment. Additionally, there are notes 
of many kinds, and, generally, a summary of the subject, by the 
authors, based upon the cases and articles cited. 

A helpful feature of the volume is the bibliography of most of the 
subjects, and particularly the Law Review articles which have dealt 
with them. These are of particular advantage to the practicing law- 
yers. 

No reasonable amount of space would be adequate to describe the 
contents of the book in detail. Further, this reviewer does not believe 
such to be properly a part of a review. 

The book is well printed, well bound, and has readability because 
of the way it is set up. In general, it has eye appeal. Above all, 
it is well indexed. 

The book should take its place as the most useful in its field wher- 
ever transportation and its regulation is taught. It should be a delight 
for the teacher who enjoys making his subject live. 

Unlike many conventional casebooks, this volume should have a 
place in the library of every practicing lawyer or other individual 
who may be interested in its subject matter and the field which it so 
well covers. 

Although a tremendous amount of reading was necessarily involved, 
it has been a pleasure to review this volume because of its general 
excellence. Its deserved success should be reasonably assured. 

CLARENCE A. MILLER.* 


How Our Laws Are Mane. By Charles J. Zinn. Washington, D.C.: 


Govt. Print. Off., 1953. (House Doc. No. 210, 83d Cong., Ist 
Sess., 1953). Pp. v, 30. $.15. 


This Congressional document by the Law Revision Counsel, House 
Committee on the Judiciary, U. S. Congress, and Professor of Legis- 
lation at George Washington University Law School, explains in con- 
cise form the several steps of the federal legislative process, from the 
time that a legislative proposal is made until it is published as a stat- 


* Vice-President and General Counsel of the American Short Line Railroad 
Association. LL.B. (1919); LL.M. (1921) The George Washington Uni- 
versity. Formerly Professorial Lecturer on Interstate Commerce at The 
George Washington University Law School (1922-45). Mr. Miller’s death on 
21 November, 1953, is deeply regretted by his many friends at the George 
Washington University and his associates, all of whom recognized his out- 
standing ability and many contributions to important developments in his field. 
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ute. The pamphlet was reprinted from the United States Code Con- 
gressional and Administrative Service, with the hope that it would 
be helpful to “the average citizen, the student, the lawyer, civic and 
other organizations in order that they may be better informed on the 
so-called ‘behind-the-scenes’ background of the legislative process,” 
so that they may better understand Congress and analyze national 
issues more intelligently. About a page of text is devoted to each 
stage in the process of lawmaking, as, for example, the sources of 
legislation, forms of congressional action (resolutions and bill), the 
work of committees, hearings, conferences, House and Senate action, 
etc. There is appended a selected list of congressional publications 
and facsimiles of a bill, a House and Senate reported print, and an 
enrolled bill. 

This thirty-five page pamphlet by the legislative expert, Mr. Zinn, 
indeed fulfills its expressed purpose in providing essential information 
to the many classes of people interested in the genesis and develop- 
ment of our federal laws, from a junior-high-school civics student to 
a junior senator. BertHa M. RoruHe.* 





EFFECTIVE LEGAL WritTING. By Frank E. Cooper. Indianapolis: 
The Bobbs-Merrill Company, Inc., 1953. Pp. x, 313. $5.00. 


Utility and manageable proportions are fair conclusions about this 
product of an experienced practitioner, teacher and legal writer. The 
materials are those developed through teaching a course on legal 
draftsmanship at the University of Michigan Law School. The end 
at which he aims is, in the author’s words, “to develop skill in the 
rhetorical techniques of effective presentation.” He specifically spurns 
concern for the mechanical requirements of drafting, for which form 
books suffice. Thus, adroit and elegant performance is the objective. 
Substantive content is excluded. Instead, three rather full records 
based on actual cases are provided. The records present problems in 
performance of a contract to sell a bottling business, the authority of 
a retail store manager to contract for alterations in the building, and 
false advertising within the jurisdiction of the Federal Trade Com- 
mission. These materials are for the purpose of being reworked from 
the standpoint of counselling and the various chapters on drafting of 
contracts, pleadings, briefs, correspondence and opinions. It is doubt- 
ful that the instructor using this book could profitably substitute other 
grist for practical exercises, although he is invited to do so in a prefa- 
tory note. In respect of supplying problem material, the author dif- 
fers from the view that such matter should be left entirely to the in- 
structor.t Mr. Cooper has happily escaped the manacles of perfec- 
tionism and essayed to do something concrete. 

Forensic advocacy receives the most attention. Thus, a total of 
104 pages is devoted to stating the issue involved and argument of 
law and fact. (Chapters II, V, VI, VII). Other chapters are de- 
voted to drafting of opinions and correspondence, pleadings, contracts, 


* Asst. Librarian in Charge of the Law Library, The George Washington 
University. 


1 Coox, Lecat Drartinec (1951). 
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wills, statutes and S.E.C. registration statements. Approximately 
70 pages are devoted to the records for problem exercises. 

The result is decidedly a teaching instrument. The style of the text 
is materially affected by a constant endeavor to relate it to practical 
problems and illustrations. Didactic style is employed chiefly in con- 
nection with contract and will drafting. For example, out of 24 sen- 
tences on page 172 (contract drafting), 13 are imperative and the 
balance meaty categoricals. Lavish use of unanswered questions is 
more characteristic. Some percentages of interrogatory sentences are 
80% (p. 49), 66% (p. 50), and 96% (p. 174). Examples of imper- 
fect drafting are frequently given with instructions to restate more 
effectively. This is excellent evidence that the book can be the basis 
of lively class discussion. The same features, however, might well 
discourage its use by the average practitioner as a handy collateral 
reference. 

Not all of the suggestions for being “effective” are endorsed for 
teaching. Thus, only a “sporting theory of justice” explains a recom- 
mendation that motions be vaguely drafted so that the opponent will 
not know the precise point urged until it is revealed in oral argu- 
ment. (p. 76). In effect, this shows a lingering preference for the 
general demurrer though any modern procedural system requires all 
demurrers to be special. Court rules requiring a brief or memorandum 
in support of a motion will frequently hinder such tactics. Pause is 
also suggested before accepting the feasibility of teaching students 
to use “subtle coloring” techniques in stating issues and facts. (pp. 26, 
28, 85, 86, 87, 113). The peril foreseen is that students, with un- 
formed standards of ethical conduct, will mistake the meaning of such 
recommendations. Doubt is also expressed as to the view that court 
opinions should be closely followed as models of style in brief writing. 
(p. 19). The court has one advantage over the brief writer, the last 
word. The brief writer contends but the court decides. Therefore 
the former must frequently supply materials for alternative grounds 
of decision. Little weight would doubtless be given advice that the 
way to persuade one’s wife is to argue like a woman. 

A good index and a bibliography are provided. One query remains, 
How does the “black horse” case of New York jurisprudence? be- 
come a “brown cow” case in Michigan? (p. 144). Perhaps this should 
be disposed of a la Judge O’Hooligan,? who doubtless would say that 
it makes no difference as in either event it is a case on “all fours.” 

Joun P. BurKe.* 

* Associate Professor of Law, The George Washington University. 


2 PATTERSON, JURISPRUDENCE: MEN AND IDEAS OF THE Law 38 (1953). 
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